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AMENDING THE GOVERNMENT CORPORATION 
CONTROL ACT 


TUESDAY, FEBRUARY 18, 1958 


House or REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND LEGISLATIVE 
REORGANIZATION OF THE COMMITTEE ON 
GovEPNMENT OPERATIONS, 
Washington, D.C. 
The subcommittee met, pursuant to call, at 10:10 a. m., in room 
1537, New House Office Building, Hon. William L. Dawson (chair- 
man) presiding. 
Present: Representatives Dawson, McCormack, Fascell, and Brown. 
Also present: Elmer W. Henderson, counsel to the subcommittee. 


Also present: Representatives Matthews, of Florida, and McIntire, 
of Maine. 


The Cuatrman. The hearing will please come to order. 
These hearings are being called by the Executive and Legislative 
Reorganization Subcommittee of the Committee on Government Op- 


erations on H. R. 8332, a bill to amend the Government Corporation 
Control Act. 


(H. R. 8332 is as follows :) 


{H. R. 8332, 85th Cong., 1st sess.] 
A BILL To amend the Government Corporation Control Act, as amended 


Be it enacted by the Senate and House of Representatives of the United States 
of America in Congress assembled, That the Government Corporation Control 
Act (59 Stat. 597-602), as amended (31 U. S. C. 841-869), is further amended 
as follows: 

(1) The heading of title I of said Act (59 Stat. 597), is amended to read: 
“TITLE I—GOVERNMENT CORPORATIONS”. 

(2) Section 101 of said Act, as amended (31 U. S. C. 846), is amended by 
striking the words “wholly owned” and the word “and” where it last appears in 
the section, and by adding before the period at the end thereof the following: 
“. Central Bank for Cooperatives, Regional Banks for Cooperatives, Federal 
Intermediate Credit Banks, and Federal Deposit Insurance Corporation.” 

(3) Section 102 of said Act, as amended (31 U. S. C. 847), is amended by 
designating the paragraph thereof as paragraph “(a)”; by striking the words 
“wholly owned”; by amending the last two sentences thereof to read as follows: 
“Such budget program shall include a statement of financial condition, a state- 
ment of revenue, expense, and retained earnings, a statement of sources and 
application of funds, including net expenditures, and such other statements and 
information as are necessary or desirable to make known the program and 
financing of the corporation, and the status of related appropriations and bor- 
rowing authority. Such statements shall include estimates of operations by 
major types of activities, together with estimates of administrative expenses, 
estimates of borrowings, estimates of the amount of Government capital and 
dividends which shall be paid to the Treasury during the fiscal year, and the 
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appropriations required to provide additional capital or to restore impairments” ; 
and by adding the following new paragraph: 

“(b) This section and section 105 of this Act shall not apply to any Govern- 
ment corporation which shall have repaid all of the Government capital invested 
therein, but it shall apply to any such corporation during any period when it 
possesses statutory authority to (1) issue or have outstanding obligations guar- 
anteed in whole or in part by the United States, or (2) obtain Government funds 
by appropriations, borrowings, subscriptions to capital stock, or otherwise, or 
(3) utilize Government funds which have been obtained in any manner covered 
by clause (2) of this sentence and which have not been repaid to the Government 
in full.” 

(4) The second paragraph of section 108 of said Act (31 U. S. C. 848) is 
amended by striking the words “wholly owned”. 

(5) Section 105 of said Act (31 U. 8S. C. 850) is amended by striking the words 
“wholly owned” from the first sentence thereof and by striking the word “finan- 
cial” from the next to the last sentence of the section; and by adding at the end 
of said section the following: ‘‘The provisions of this section and of section 106 
shall apply to any Federal Home Loan Bank without regard to the provisions 
of subsection (b) of section 102.” 

(6) The second sentence of section 106 of said Act (31 U. S. C. 851) is amended 
to read as follows: “The report shall set forth the scope of the audit and shall 
include financial statements and such comments and information as may be 
deemed necessary to keep Congress informed of the operations and financial 
condition of the several corporations, together with such recommendations with 
respect thereto as the Comptroller General may deem advisable, including a 
report of any impairment of capital noted in the audit and recommendations for 
the return of such Government capital or the payment of such dividends as, in his 
judgment, should be accomplished.” 

(7) Section 107 of said Act (31 U. S. C. 852) is amended by striking the words 
“wholly owned”. 

Sec. 2. (1) Title II of said Act, 59 Stat. 600-601, as amended (31 U. S. C. 
856-859 ) , is repealed. 

(2) Title III of said Act, 59 Stat. 601, is redesignated as “Title IT”. 

(3) Section 301 of said Act, as amended (31 U.S. C. 866), is renumbered as sec- 
tion 201; paragraph (a) of said section is amended to read as follows: 

“(a) The expenses of auditing the financial transactions of Government corpo- 
rations as provided in section 105 of this Act shall be borne out of appropriations 
to the General Accounting Office, and appropriations in such sums as may be 
necessary are hereby authorized: Provided, That each such corporation shall 
reimburse the General Accounting Office for the full cost of any such audit as 
billed therefor by the Comptroller General, and the General Accounting Office 
shall deposit the sums so reimbursed into the Treasury as miscellaneous receipts, 
but such cost shall not be regarded as an administrative expense for the purpose 
of any limitation which may be placed upon administrative expenses of any such 
corporation : Provided further, That in making the audits provided in said section 
the Comptroller General shall, to the fullest extent deemed by him to be prac- 
ticable, utilize reports of examinations of Government corporations made by a 
supervising administrative agency pursuant to law.”; and paragraph (c) of 
said section is amended by striking the words “sections 105 and 202”, and substi- 
tuting in lieu thereof the words “section 105”. 

(4) Section 302 of said Act, as amended (31 U. 8S. C. 867), is renumbered as 
section 202, and is amended by striking the words “wholly owned and mixed- 
ownership”; by inserting the word “or” following the words “the Central Bank 
for Cooperatives,” ; and by deleting the words “or the Federal Land Banks,”. 

(5) Section 303 of said Act, as amended (31 U. 8S. C. 868), is renumbered as 
section 203 and paragraph (a) thereof is amended by striking the words “wholly 
owned or mixed-ownership”; paragraph (b) thereof is amended by striking the 
words “wholly owned or mixed-ownership”; and paragraph (d) thereof is 
amended to read as follows: 

“(d) The provisions of section 202 or of this section shall not apply to any 
Government corporation which shall have repaid all of the Government capital 
invested therein, but they shall apply to any such corporation during any period 
when it possesses statutory authority to (1) issue or have outstanding obligations 
guaranteed in whole or in part by the United States, or (2) obtain Government 
funds by appropriaitons, borrowings, subscriptions to capital stock, or otherwise, 
or (3) utilize Government funds which have been obtained in any manner covered 
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‘by clause (2) of this Sentence and which have not been repaid to the Government 
in full.” 

(6) Said Act is amended by adding the following new sections: 

“Src. 204. Notwithstanding the provisions of any other law, the rate of interest 
payable by any corporation subject to this Act on loans hereafter made to the 
corporation by the Treasury shall be fixed by the Secretary of the Treasury, 
taking into consideration the current average market yields of outstanding 
marketable obligations of the United States having comparable maturities.” 

“Src. 205. Any Government corporation as defined in section 101 of this 
Act, or any corporation or agency or activity thereof which is required by law 
to submit an annual budget pursuant to, or as provided by, section 102 of this 
Act— 

““(a) shall make payment in full, either by advance or reimbursement, to 
any agency of the United States, including any other corporation, in such 
amount as may be agreed upon between the agencies concerned, for the 
use of space in Government-owned or leased structures, guard services, com- 
munication services or facilities, and for any other service or facility which 
may be rendered upon request or which may be designated by the Bureau 
of the Budget: Provided, That such services or facilities may be rendered 
without charge only if the head of the rendering agency determines that 
the cost involved is nominal or cannot be determined accurately without in- 
curring costs substantially equal to or in excess of the estimated cost of 
the services or facilities rendered ; 

“(b) shall contribute, from the respective appropriation or fund used 
for payment of salaries, pay, or compensation, to the civil service retirement 
and disability fund, a sum as provided by section 4 (a) of the Civil Service 
Retirement Act, as amended (5 U. 8S. C. 2254 (a) ), except that such sum shall 
be determined by applying to the total basic salaries (as defined in that 
Act) paid to the employees of the corporation, agency, or activity, covered 
by that Act, the per centum rate determined annually by the Civil Service 
Commission to be the excess of the total normal cost per centum rate of 
the civil service retirement system over the employee deduction rate specified 
in said section 4 (a). The corporation, agency, or activity shall also con- 
tribute at least quarterly from such appropriation or fund, to the em- 
ployees’ compensation fund, the amount determined by the Secretary of 
Labor to be the full cost of benefits and other payments made from such 
fund on account of injuries and deaths of its employees which may hereafter 
occur. Such corporation, agency, or activity shall also pay into the Treasury 
as miscellaneous receipts that portion of the cost of administration of the 
respective funds attributable to its employees, as determined by the Civil 
Service Commission and the Secretary of Labor.” 

(7) Section 304 of said Act (31 U. S. ©. 869) is renumbered as section 206, 
and subsection (b) of said section is amended by striking the words “wholly 
owned”. 

Sec. 3. The amendments made by this Act shall be effective July 1, 1957. 


The principal effect of the proposed legislation is to abolish the 
distinction now made in the law between wholly owned and mixed- 
ownership Government corporations and thus bring certain corpora- 
tions now classified as mixed ownership under the budget and auditing 
provisions of the law. 

The Government Corporation Control Act originated in this com- 
mittee and became law in the 79th Congress. 

Our first witness will be Mr. Finan of the Bureau of the Budget; 
I believe that’s it. Is that the correct pronunciation, Mr. Finan? 

Mr. Frnan. It is Finan. 

The Cuarrman. I thought I was wrong about that. It’s Mr. Finan 
of the Bureau of the Budget. We are happy, indeed, to have all of you 
with us and a number of Congressmen today, and we will call upon 
you immediately after the first witness. 

Mr. Finan. 
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STATEMENT OF WILLIAM F. FINAN, ASSISTANT DIRECTOR FOR 
MANAGEMENT AND ORGANIZATION, BUREAU OF THE BUDGET; 
ACCOMPANIED BY HAROLD SEIDMAN, ASSISTANT CHIEF, OFFICE 
OF MANAGEMENT AND ORGANIZATION, BUREAU OF THE BUDGET 


Mr. Finan. Mr. Chairman, I am accompanied by Mr. Harold Seid- 
man, who is the Assistant Chief of the Office of Management and Or- 
anization of the Bureau of the Budget; and, with your permission, 
rom. time to time, in connection with questions that come up, I may 
want to refer some to Mr. Seidman, who is our specialist on Govern- 
ment corporations, among other matters. 

I am happy to appear before your committee in support of H. R. 
8332, a bill to amend the Government Corporation Control Act, as 
amended. 

H. R. 8332 is designed to carry out the President’s recommendations 
in both his 1958 and 1959 budget messages that the Government Corpo- 
ration Control Act be amended to provide for budget review and audit 
control over Government corporations which are authorized to obtain 
and utilize Federal funds. The General Accounting Office assisted 
in the development of this legislative proposal and concurs in its 
basic purposes. 

The distinction now made by the Government Corporation Control 
Act between wholly owned and mixed-ownership Government corpo- 
rations has not provided a satisfactory criterion for determining the 
need for and nature of Presidential and congressional supervision. 
Private ownership of a percentage, often nominal, of the capital 
stock of a Government corporation does not in itself alter the re- 
sponsibilities of the President and the Congress or serve to reduce 
the actual or potential burden on the Federal Treasury. The Gov- 
ernment can well be charged with being pennywise and pound foolish 
when it reviews annually the budget programs of such agencies as 
the Virgin Islands Corporation, Federal Crop Insurance Corporation, 
and the Federal Prison Industries Corporation, but waives review 
of the banks for cooperatives merely because a small fraction of their 
capital stock is privately owned. The Federal investment in the 
banks for cooperatives is more than 5 times that in the other 3 corpora- 
tions put er, a The bill provides, therefore, that the test for 
maintaining budget review, the annual audit by the General Account- 
ing Office and the controls exercised by the Secretary of the Treasury, 
shall be based not on private ownership of a portion of the capital 
stock, but on the use of Federal funds and the assumption of financial 
responsibilities by the United States Government. 

Under the provisions of H. R. 8332, annual budget review by the 
President and the Congress would be established and maintained over 
Government corporations which possess authority (1) to issue or have 
outstanding obligations guaranteed in whole or in part by the United 
States; or (2) to obtain Government funds by appropriations, bor- 
rowings, subscriptions to capital stock or otherwise; or (3) to utilize 
Government funds obtained by any of the above methods. Applica- 
tion of this formula would bring under annual budget review a num- 
ber of so-called mixed-ownership Government corporations, namely, 
the Central Bank for Cooperatives and the 12 regional banks for 
cooperatives and the Federal Deposit Insurance Corporation. It would 
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also retain budget review over the 12 Federal intermediate credit 
banks. 

The Government owns almost 90 percent of the capital stock in the 
banks for cooperatives and Federal intermediate credit banks, and its 
stock investment in these banks amounts to approximately $236 mil- 
lion. Two Federal revolving funds, one currently of $40 million and 
the other of about $39 million, are maintained which can be utilized 
to purchase additional Government stock in the banks. Proceeds de- 
rived from retirement of Government capital are paid into the revolv- 
ing funds, not the Treasury. The Federal Deposit Insurance Corpo- 
ration has a $3 billion call on the Treasury, and the full amount of 
insured deposits totaling more than $119 billion is included by the 
Treasury in its compilation of the long-range commitments and con- 
tingencies of the United States Government. 

he General Accounting Office agrees that these corporations 
should be made subject to budget review, but proposes further that 
budget review be applied also to the Federal home-loan banks and the 
Federal land banks. While GAO’s arguments have considerable 
merit, we believe that a valid distinction can be drawn betiveen the 
land banks and the home-loan banks, which are now entirely privately 
owned, and the banks for cooperatives and intermediate ontdlit hanks 
which are substantially Government owned. Private capital invest- 
ment in the Federal home-loan banks and Federal land banks amounts 
to approximately $700 million and $113 million, respectively. Neither 
the home-loan banks nor the land banks can borrow from the Treasury 
upon demand, and neither has access to Government funds earmarked 
for its use. The Federal Home Loan Bank Act makes clear that. the 
Secretary of the Treasury “in his discretion” is authorized to purchase 
obligations of the Federal home-loan banks. The authority of the 
Federal Farm Mortgage Corporation to make loans to the land banks 
as also discretionary and cannot be employed without congressional 
authorization. 

As early as 1947, the House Committee on Appropriations cited 
the failure to provide for budgetary review over mixed-ownership 
Government corporations as a major weakness of the Government 
Corporation Control Act. The following quotation from the report 
of that committee (H. Rept. No. 544, 80th Cong., 1st sess.) presents 
better than I could the case for bringing these corporations under the 
scrutiny of the President and the Congress. The report states: 

There are certain of the mixed-ownership Government corporations * * * 
which, in the judgment of the committee, should be subjected to the same degree 
of control as the wholly owned Government corporations. The Government’s 
financial stake in them is such that to leave them free of this control is to leave 
a segment of the Government’s business interests (which could result in heavy 
drains on the public purse) without the close supervision by the Congress which 
can only be obtained through annual budget review. 

Enactment of H. R. 8332 would also eliminate the confusion and 
contradictions arising from the term “mixed-ownership Government 
corporation.” Section 201 of the Government Corporation Control 
Act now defines as mixed-ownership Government corporations such 
dissimilar types of corporations as the Federal land banks, which are 
entirely privately owned, and the Federal Deposit Insurance Corpora- 
tion, which is wholly Government owned. On the other hand, the act 
applies the term “wholly owned” to the Federal National Mortgage 
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Association, although part of the Association’s stock is privately 
owned, and to the Federal Savings and Loan Insurance Corporation, 
whose status is in major respects identical to that of the Federal De- 
posit Insurance Corporation. Under the proposed amendments, all 
agencies and instrumentalities subject to the act would be classified 
uniformly as “Government corporations.” 

The bill also contains a number of technical provisions relating to 
cost reimbursement, accounting terminology, and other procedural 
and administrative matters. These provisions revise accounting ter- 
minology to make it consistent with current usage; clarify the author- 
ity of the GAO and the Secretary of the Treasury; and apply uniform 
standards to Government corporations with respect to payment for 
services furnished by other Government agencies. 

If history is to repeat itself, we may anticipate opposition to H. R. 
8332 from those corporations who are being made subject to budget 
review. With a few notable exceptions, Government ee rations 
strongly opposed enactment of the Control Act. Practically all of 
them claimed a vested and irrevocable right to the four freedoms— 
freedom from financial control by the Congress, freedom from budget 
review by the President, freedom from independent audit by the 
Comptroller General, and freedom to use Federal funds. The record 
was Filed with predictions of the dire consequences which would flow 
inevitably from enactment of the control bill. Not one of those pre- 
dictions has come to pass in the almost 13 years the Control Act has 
been on the statute books. On the contrary, budget supervision and 
audit control have been directly responsible for major, and often long 
overdue, improvements in the management and financial practices of 
Federal corporations. As Senator Byrd said in his testimony on the 
Government Corporation Control Act— 
the bill is intended simply to give the owner a look once each year on what the 
corporation has done and intends to do. The requirements of the bill impose 
less burden on Government corporations than those under which the average 
private corporation operates. . 

We may also anticipate that once again irrelevant issues will be 
raised as arguments against the bill. I assure this committee that 
there is nothing whatever in H. R. 8332 which would adversely affect 
farmer ownership and participation in the management of the farm 
credit banks; change the method of financing the FDIC; or alter the 
FDIC’s present organizational status. The farmer-owned institu- 
tions, the production credit associations, national farm loan associa- 
tions and other cooperatives which make loans to farmers, are not 
subject to the bill at all. If annual budget review by the President 
and the Congress, who represent the abajarity stockholders, the United 
States taxpayers, conflicts with the policy of farmer ownership and 
participation in the management of the banks for cooperatives and 
the intermediate credit banks, then the detailed supervision exercised 
by the Farm Credit Administration over these institutions must also 
be considered inconsistent with that policy. Since Government capi- 
tal in the farm credit banks is being retired primarily from income, 
not private stock subscriptions, budget review may well accelerate, not 
retard, ultimate farmer ownership. So far as the FDIC is concerned, 
the flexible budget provisions provided by the act will in no way impair 
the Corporation’s ability to examine insured institutions and promptly 
to meet its insurance obligations. 
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The Government Corporation Control Act properly deserves a 6% 
with the Budget and Accounting Act of 1921 as one of the great land- 
marks of Federal administration. The act represented the culmina- 
tion of the selfless and untiring efforts of men like Senators Byrd and 
Butler, the cosponsors of the legislation, Senator Taft, Senator Ful- 
bright, Congressman Whittington, Comptroller General Lindsay 
Warren, Budget Director Harold Smith, and President Truman. 

President Truman addressed a letter to the chairman of the House 
Committee on Expenditures in Executive Departments in which he 
stated that he heartily favored t's proposal and described it as “a long- 
delayed forward step applying the sound doctrine of an executive 
budget” to Government corporations. Experience under the Govern- 
ment Corporation Control Act has clearly demonstrated that it is 
possible to maintain essential congressional and Presidential super- 
vision over Government corporations without impairing the financial 
and operating flexibility required for the successful conduct of govern- 
mental programs of a business nature. Enactment of H. R. 8332 will 
assure that the declared policy of the Congress, as stated in section 2 
of the Control Act— 


to bring Government corporations and their transactions and operations under 
annual scrutiny by the Congress and provide financial control thereof— 

will be carried out fully now and in the future. The Bureau of the 
Budget urges favorable consideration of the bill. 

That completes my eee statement, Mr. Chairman. 

The Cuatrman. Thank you; Mr. Brown / 

Mr. Brown. Yes, Mr. Chairman, I’m acting up—— 

The CHarrman. Congressman Matthews, how about—if you are 
interested in this subject, won’t you have a seat over here? And con- 
gressman McIntire, too. 

Mr. Brown. I came here somewhat in the dark on this bill. I didn’t 
have an opportunity today to study it until I received a copy and the 
statement from the committee this morning. 

However, I had some communications on this measure just this 
past week. I hope, Mr. McCormack, you can give some thought to 
just what I’m saying; so I followed the usual procedure and I looked 
up H. R. 8332 in the Public General Bills Digest that is furnished 
us by the Legislative Reference Bureau, as I remember, over in the 
Library of Congress; and this states that H. R. 8332, Mr. Daw- 
son of Illinois, by request, June 24, 1957, and referred to Gov- 
ernment operations, makes certain technical amendments in the Gov- 
ernment, Corporation Control Act, authorizes the Secretary of the 
Treasury to fix the rate of interest payable by any corporation on 
the loans made to the eens treasury. 

Now, I haven’t been able to find that in there. Is that in the bill? 

The Cuatrman. Yes; I think so. 

Mr. Brown. Whereabouts is it in the bill? I glanced through it 
hurriedly. 

The CHarrman. Mr. Finan, the Bureau of the Budget witness. 
ought to be able to answer that. 

Mr. Semman. That is section 204, Mr. Brown, on page 6. 

Mr. Brown. Oh, yes: 


Notwithstanding the provisions of any other law, the rate of interest payable 
by any corporation subject to this act on loans hereafter made to the corpora- 
tion by the Treasury shall be fixed by the Secretary of the Treasury * * *. 
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Now, that isn’t in the crs pt provisions of this bill, is it? In 
other words, this bill deals with two different things. 

One is how we handle it in the budget. The other is how far the 
law gives the Treasury authority to raise the interest rates; isn’t that 
correct ¢ 

Mr. Seman. No; it is not. 

Mr. Brown. It is comparable to what the Government pays for 
interest 

Mr. Serpman. Mr. Brown. 

Mr. Brown. I’m trying to find out what this is all about. 

Mr. Semwman. This is different, I think, from the interest-rate bill 
which the administration has presented to Con 

Mr. Brown. Well, the Digest states, and the bill seems to state it. 
They fix it, “taking into consideration the current average market 

ields of outstanding marketable obligations of the United States 
aving comparable maturities.” 

Mr. Seman. In all the Government corporations, all the basic 
acts, they have a provision comparable to this, but there are minor 
discrepancies in language, depending on the date of enactment of the 
particular bill. 

This section merely makes uniform the provisions which are now 
contained in existing legislation. 

Mr. Brown. One of the biggest arguments running around here a 
long while, one of the knotty problems Congress and the Hoover 
Commission and everybody else has had to deal with, is in connection 
with the Rural Electrification Administration. I may be wrong. I 
understand it pays 2 percent for the money it gets from the Federal 
Government, and that there has been a lot of talk that it should pay 
the going rate, or whatever the Government has to pay for what it 
borrows. 

This section of law which I finally found, thanks to help of the 
chairman and others, is in the back of this bill, and while it discusses 
budgetary arrangements here, would give the Secretary of the Treas- 
ury the right and authority to raise interest charges to say 31% or 
3.85, or whatever 

Mr. Frnan. Not in the case of REA, Mr. Brown. The REA is not 
a Government corporation. 

Mr. Brown. It’s not a Government corporation ? 

Mr. Frnan. No, sir. 

Mr. Brown. What about your lending agencies? Aren’t they mak- 
ing Federal loans, farm loans? 

Mr. Seman. No, sir. 

Mr. Brown. I have had a number of letters on this from the Farm 
Bureau and other farm organizations. Why are they opposed to it 
then ? 

Mr. Seman. As far as the institutions of the Farm Credit Ad- 
ministration are concerned, Mr. Brown, none of those borrow 
directly from the Treasury. 

Mr. Brown. So we understand this problem before we get started, 
just what actual corporations does this bill affect ? 

Mr. Seman. It affects the corporations which are listed in section 
101 of the Government Corporation Control Act. 

Mr. Brown. Isthat in the bill? 

Mr. Seman. No, that is in the —— 
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Mr. Brown. I don’t have a copy of that act here. 

Mr. Serpman. That would include—— 

Mr. Frnan. I can read them into the record, if you like. 

Mr. Brown. I think we certainly ought to know before we con- 
sider legislation, what agencies it’s going to effect, or what corpora- 
tions. I think it’s a serious problem. There are arguments on both 
sides. 

Mr. Finan. The corporations involved currently listed under sec- 
tion 101 of the Corporation Control Act are the Ceieindiie Credit 
Corporation, Regional Agricultural Credit Corporation, Farmers 
Home Corporation 

Mr. Seman. That is not active. 

Mr. Finan. Which is nonexistent at the present time—Federal poe 
Insurance Corporation, Federal Farm Mortgage Corporation, Fed- 
eral National Mortgage Association, Virgin Islands Corporation, Fed- 
eral Prison Industries, Inc., Institute of Inter-American Affairs, Ex- 
port-Import Bank of wee Federal Public Housing Admin- 
istration, Federal Savings and Loan Insurance Corporation, Federal 
Housing Administration, St. Lawrence Seaway Development Cor- 
poration, Panama Canal Company, and the Tennessee Valley Au- 
thority. 

Mr. Serpman. And there would be added to that the banks for 
cooperatives and the Federal intermediate credit banks, and the Fed- 
eral Deposit Insurance Corporation. 

Mr. Brown. I see. The listed Panama Canal Company, that is out; 
isn’t it? St. Lawrence Seaway Development Corporation I see listed 
here in Public Law 248. Are they included ? 

Mr. Frnan. Oh, yes. 

Mr. Seman. Oh, yes. 

Mr. Brown. Looks like 25 or 30 corporations are here in this list. 

Mr. Semman. A number of those have since been liquidated. 

Mr. Brown. We have some stricken out, like the Smaller War 
Plants Corporation, Panama Railroad Company, the RFC Mortgage 
Company, the Virgin Islands Company, Federal intermediate credit 
banks, and production credit corporations. Are they out or in? 

Mr. Seman. The production credit corporations have been 
merged with the intermediate credit banks. The intermediate credit 
banks would be retained under section 101 of the act. 

Mr. Brown. Where do they borrow money and for what rate; how 
much do they get in loans? 

Mr. Serpman. There are only certain of these corporations that 
have authority to borrow from the Treasury, Mr. Brown. Those are 
the Federal National Mortgage Association (Fannie May) and the 
Export-Import Bank, St. Lawrence Seaway Corporation, Commod- 
ity Credit Corporation, and others of that type. 

I don’t think there are many more than that, although certain of 
the other housing agencies may also borrow from the Treasury. 

Mr. Brown. TY native you mention the FDIC in your statement. 
The FDIC doesn’t have any money borrowed from the Treasury now; 
does it ? 

Mr. Seman. They have authority, they have been authorized to 
borrow $3 billion, 

Mr. Brown. They have been authorized to borrow the $3 billion in 
case they need it, but they paid back everything they borrowed; 
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didn’t they? They did have an advance, I think, of some $300 million 
when they first started. 

Mr. Sempman. They retired the capital stock. 

Mr. Brown. Retired that? 

Mr. Serpman. Out of the earnings of the corporation, 

Mr. Brown. That was Federal money ; wasn’t it ? 

Mr. Seman. Yes, of course it is all classified as Federal money 
today. 

Mr, Brown. Yes; I understand, because it is a Federal corpora- 
tion, but actually the FDIC is a semi-independently operated agency, 
and it has been one organization that paid back to the Government all 
that it advanced to get them started, plus interest; is that correct ? 

Mr. Serpman. That’s correct. 

Mr. Brown. What kind of a reserve do they have; do you know? 

Mr. Frnan. Quite a substantial one. I think it amounts to about 
1.4 percent of its insured deposits. 

Mr. Brown. How much is that in dollars ? 

Mr. Frnan. About $119 billion, sir. 

Mr. Brown. Total insurance? 

Mr. Finan. That is outstanding insurance. 

Mr. Sermpman. Here’s the audit report for 1956. 

Mr. Brown. $1,640 million, is it? 

All right, now the FDIC has authority in the banks, if they get in 
trouble, to go to the Treasury and get as much as $3 billion on direct 
loan ¢ 

Mr. Serpman. That’s correct. 

Mr. Brown. I’m still a little confused by this statement here. Does 
the Federal Government guarantee the rest of this $119 billion of 
bank deposits ? 

Mr. Seman. It is carried on the Treasury statement. 

Mr. Brown. They carry it as a secondary obligation, Do they 
actually guarantee it ? 

Mr. Semman. No, the Corporation, of course, guarantees the de- 
osits and the Corporation is a Federal instrumentality in the United 
states Government. 

Mr. Brown. Does the Treasury carry the $119 billion as a second- 

ary obligation ? 

Mr. Finan. As a practical matter, there is a strong presumption 
here that the—if the FDIC ever needed the money in excess of $3 
billion—— 

Mr. Brown. Congress would probably give it to them, but it would 
take special legislative action. 

Mr. Frnan. Yes, sir. 

Mr. Brown. Then we'd start the printing presses. 

But there is no provision in law today which requires that, is there? 

Mr. Finan. No, sir; the limit is $3 billion. 

Mr. Brown. Then I can’t understand, if the Treasury has a limited 
obligation, or a secondary obligation of $3 billion, why it should carry 
$119 billion as secondary obligation. We have enough primary obli- 
gations without looking around for secondary ones. 

Mr. Serpman. Well, the Hoover Commission, among others, recom- 
mended that the contingent liability of the Government be shown on 
the statements. 

Mr. Brown. It isn’t a contingent liability of the Government, is it 2: 
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Mr. Sewman. Well, it is, but not unless the Corporation defaults on 
its obligations. 

Mr. Raden But it would take new action to make it up somewhere 
else. 

Mr. SeripMan. It would take the action of increasing the borrowing 
authority. 

Mr. McCormack. Well, that is the wholly owned—FDIC is wholly 
owned by the Government. 

Mr. Finan. That's correct. 

Mr. McCormack. And these other corporations now cover—or were 
wholly owned by the Government. 

Mr. Seman. That is not entirely correct, Mr. McCormack, be- 
cause the Federal National Mortgage Association, which is the only 
mixed-ownership corporation created by the Congress since the en- 
actment of the Government Corporation Control Act, was not treated 
as mixed ownership corporations had been previously, but is still in- 
cluded in section 101, which treats it the same as a wholly owned Gov- 
ernment corporation. 

Mr. Brown. They are authorized to sell their own securities. 

Mr. Semman. Those who sell mortgages to the Fannie May have 
to buy a certain amount of Fannie May stock. 

Mr. Brown. Also certain amounts of the Fannie May being sold to 
the general public with a Government guaranty on it. 

Mr. Seman. No, there is no Government guaranty on the Fan- 
nie May debentures. 

Mr. Brown. Allright, I think that’s all I have at the moment. 

Mr. McCormack. Now, assuming that that is on section 204, what 
interest are they now paying ? 

Mr. Serpman. I think that is approximately about 3 percent in 
each case, Mr. McCormack. These corporations are—I want to make 
it perfectly clear that each one of them, the case of each one of them 
covered by this bill, the Secretary of the Treasury now has the author- 
ity to fix the rate of interest which they shall pay on any borrowings 
from the Treasury. 

While the Treasury has followed pretty much the policy in this bill, 
this language merely clarifies the present law because, as I said, there 
are minor differences. There are technical matters which I think 
Treasury can better answer than we can, but there is nothing in this 
bill that will change the rate which Treasury fixes on the borrowing. 

Mr. McCormack. What’s the purpose, then, of section 204? 

Mr. Serpman. It is to clarify the language because there are these 
discrepancies which, depending on the date of the enactment, like 
Panama Canal Company, it says that they shall reimburse the Treas- 
ury for its costs; which is rather vague. 

Others say that it should be based on the current average rate on 
outstanding marketable obligations. Others say taking into considera- 
tion yields on outstanding marketable obligations. It’s rather tech- 
nical change that was believed essential to clarify the language so we 
will clear up these differences. 

Mr. Brown. I think you raised an important point there, and I 
hope the gentlemen follow up on it. If this wouldn’t change the rates 
of interest, then why enact it ? 


23127—58—_—-2 
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Now, these organizations seem to think that this would result in 
enactment of this law with this section in it, would result in changing 
and increasing the rates of interest. 

Mr. Serpman. I don’t think, Mr. Brown, any—— 

Mr. Brown. I think that is the objection to it. 

Mr. Seman. None of the corporations reporting on the bill has 
raised this question on this section of the bill. The ones which have 
raised the question of increased costs are the farm credit group and 
they do not borrow from the Treasury, so this would not be applicable 
tothem at all. 

Mr. Brown. Whom do they borrow from ? 

Mr. Finan. They borrow from the public. They issue consolidated 
debentures and they also have revolving funds which can be utilized 
by the Governor of the Farm Credit Administration to subscribe to 
capital stock and they pay no interest on that. 

r. Brown. You say this wouldn’t affect the REA; who did bor- 
row from 

Mr. Finan. The Treasury. 

Mr. Brown. They still borrow from the Treasury. 

Mr. Frnan. That’s right. 

Mr. Seipman. That’s right, at a 2-percent statutory rate. 

Mr. Brown. So that would be handled in separate legislation. 

Mr. Semman. That would be handled in separate legislation. 

Mr. McCormack. Is the Federal Reserve covered by the Govern- 
ment Corporation Control Act? 

Mr. Setpman. It has never been covered by the Government Cor- 
poration Control Act, Mr. McCormack, and to my knowledge, né 
one ever proposed that it should be, at least at the time the bill was 
enacted in 1945. 

Mr. McCormack. You don’t recommend it then ? 

Mr. Semman. No. 

Mr. McCormack. What’s that? 

Mr. Seipman. No. 

Mr. McCormack. Why not? 

Mr. Seman. Well, the Federal Reserve banks under the criteria 
of this bill would not be covered because first, they have no Govern- 
ment-owned capital. The Government never subscribed any capital 
to the Federal Reserve Banks; although the original Federal Reserve 
Act did authorize the Government to subscribe capital, the Govern- 
ment never did. And, secondly, the Federal Reserve banks have no 
authority to borrow from the Treasury. 

Mr. McCormack. Well then, they exist by reason of governmental 
action. 

Mr. Serpman. That’s correct. This is true also of the home loan 
bank and the Federal land banks. 

Mr. McCormack. My mind is open. I just want to find out why 
some of the others might not—for example, the Federal Reserve; they 
have budgets of their own. They have—now, have you any evidence 
to present to this committee of mismanagement of these corporations? 

Mr. Frnan. No, sir. 

Mr. McCormack. In other words, there is no charge that there is— 
no evidence you have to present to the committee to show why this 
change should take place so far as the internal operations of these 
corporations is concerned. 
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Mr. Finan. No, this proposal, Mr. McCormack, is not based upon 
any allegation of mismanagement on the part of any of the agencies 
attected. 

As a matter of fact, the Federal intermediate credit banks, which 
would be affected by this bill, have always been and are now under 
budget control. They are scheduled to go out from under budget 
control in January of 1959 under existing legislation. The bill was 
passed in 1956. 

Mr. Brown. Why was it passed ? 

Mr. McCormack. Well, they. are going out, why? 

Mr. Finan. It was part of a’bill which will have the effect of con- 
verting the intermediate credit banks from wholly owned Govern- 
ment corporations to mixed ownership. 

Mr. McCormack. All right, they are wholly owned corporations 
now. 

Mr. Finan. Not now; there is a small private investment in the 
intermediate credit banks at the present time. 

Mr. McCormack. Well, essentially because of the change of status 
to mixed ownership? 

Mr. Frnan. That’s correct, sir. 

Mr. McCormack. So that would automatically follow anyway, 
wee it, whether any corporation of this character fits into that 
status 

Mr. Finan. Under existing law, that is correct. 

Mr. McCormack. So that so far as the committee is concerned, and 
I am not looking for evidence of mismanagement, but I wanted the 
record established that the request for this bill is not because of any— 
any claim that the operation by those in control of these corporations 
is such that there should be the control, the control that should be this 
step of going through the Bureau of the Budget, and so forth. 

Mr. Frnan. No, that’s correct, sir. 

Mr. McCormack. Now, how long have these corporations been oc- 
cupying the present status they do in relation to budgetary control? 

Mr. Finan. Well—— 

Mr. McCormack. Or nonbudgetary control. 

Mr. Finan. Well, it varies with the agency in question. The Fed- 
eral Deposit Insurance Corporation, while it’s been carried as a 
mixed-ownership corporation under the Corporation Control Act for 
quite a number of years, was under Presidential budgetary super- 
vision by reason of an Executive order, but following the enactment 
of the Corporation Control Act, which designated the FDIC as a 
mixed-ownership corporation which indicated that it should come 
out from under badget control, that arrangement was terminated. In 
the case of the intermediate credit banks, they have been under budget 
control from their inception, and they are today. 

Mr. McCormack. So there is no evidence you have to present other 
than the fact that it’s felt that they should be under budgetary control ? 

Mr. Finan. That’s correct, sir. 

Mr. Brown. Well, the whole idea, when they created these corpora- 
tions, was to gradually transfer them over to private ownership, wasn’t 
it? Wasn’t that the program or the plan, or the thought? Perhaps 
the ideal, let’s say. 

Mr. Finan. Well, that has been true of some of them, but not all of 
them. There is no—— 
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Mr. McCormack. We're talking about this type of corporation now. 

Mr. Finan. Well, the largest we’re talking about here, the FDIC, 
there is no plan for ever turning that over to private—— 

Mr. McCormack. Well, the FDIC is in a different category. There 
are supervisory powers. There’s the ability to look into the banking 
to see that the member banks conform with the Federal laws, the bank- 
ing laws, the many other activities of the FDIC, aren’t there ? 

Mr. Frvay. Well, the FDIC’s bank examinations are principally 
aimed at the integrity of its insurance operation. 

Mr. McCormack. They do this; they’ve got to go into the individ- 
ual banks and see that the bank Pa aaheea are conforming with par- 
ticular Federal laws; is that correct 

Mr. Frnan. Oh yes. 

Mr. McCormack, One thing follows another so the FDIC has much 
broader powers—certainly we know the experiences of the depression 
of the thirties with the closing of the several thousands of banks and 
we know the history of the FDIC. We know the history of the 49 
charter granting powers to the Federal Government in the 48 States. 

That was also involved in the consideration of the legislation to— 
we couldn’t take over the control of the granting of charters and super- 
vision of banks which are strictly State banks, could we ? 

Mr. Frvan. No, sir. 

Mr. McCormack. But every time a State bank becomes a member 
of the Federal Deposit Insurance Corporation, they become subject 
to the Federal laws. 

Mr. Finan. That’s correct. 

Mr. McCormack. That was one of the strong motives to strengthen 
our banking system without invading the State rights; isn’t that right, 
in a broad way ? 

Mr. Frvan. Yes. 

Mr. McCormack. So when you use the FDIC, really, as I view it, 
that’s not on the comparable position to some of these other corpora- 
tions. They have much broader duties. 

Mr. Brown. And the FDIC is supported entirely by charges made 
against those who are insured ; is that correct # 

Mr. Frnan. That’s correct. 

Mr. Brown. And not only that, but they build up the reserves to 
protect these deposits as contributions made to banks and the Govern- 
ment’s only financial connection is the secondary obligation and per- 
haps finally a tertiary moral obligation if they use up the three bil- 
lion to put in more, but it is primarily—despite the fact that you call 
it a corporation—it is more or less a bank operation under the benign 
guidance and sponsorship of the Federal Government; isn’t that cor- 
rect ! 

Mr. McCormack. With a guarantee up to $10,000 ? 

Mr. Brown. Yes, but primarily the guarantee comes from the 
FDIC. 

Mr. McCormack. But that is a powerful influence of State banks 
becoming members. 

Mr. Brown. That is why so many of them have come into it. 

Mr. McCormack. I’m one of those who, as you know, who partici- 
pated, and Mr. Brown, actively in the passage of the legislation, so we 
mee the history of that somewhat. It has broader implications than 
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just the operation of a corporation having a specific purpose, much 
baskiar than that. 

Mr. Brown. It would shore up our entitre financial structure of the 
country. 

Mr. McCormack. Are you prepared to give us any testimony as to 
the savings of the Government that might occur through the passage 
of this bill? 

Mr. Finan. We have no basis of making an estimate of that kind at 
all, Mr. McCormack. 

Mr. McCormack. I see. No further questions. 

The Cuarrman. Mr. Fascell? 

Mr. Fascetz. As I understand this is strictly a good management 
proposition ; good business proposition. 

Mr. Frnan. That is a fair description of it, yes. 

Mr. Fascerx. Let me see if I can get something squared away in 
my mind. You read in section—Public Law 101, you read about a 
section that was covered by the proposed legislation of H. R. 8332; 
making a quick comparison between the list you read and the list 
under “Wholly owned Government corporations” in section 101 in 
Public Law 248, I didn’t get the same list and I just wondered if the 
record shouldn’t explain the discrepancies between those corporations 
listed as wholly owned in section 101. 

Mr. Finan. I don’t know what would account for the discrepancy. 

Mr. Fascetu. Let’s start over, see if they are all in here. 

Mr. Finan. All right. 

Mr. Fasceti. Don’t you agree that the record ought to be clear on 
this point, that is, that H. R. 8332 would certainly cover all corpora- 
tions listed as wholly owned Government corporations which are still 
in existence under section 101 of Public Law 248, 79th Congress; is 
that correct ? 

Mr. Finan. That is correct; yes. 

Mr. Sermman. Certain of those that are now listed in section 101, I 
think this may account for the discrepancy, have either been liqui- 
dated—the act has never been amended to delete them, those that are 
in the process of liquidation. 

Mr. Fascetu. All right, so we eliminate Federal intermediate credit 
banks. 

Mr. Frvan. No. 

Mr. Fascetu. They are covered ? 

Mr. Frnan. Yes, sir. 

Mr. Fascetn. Production Credit Corporation. 

Mr. Seman. They are no longer in existence. They have been 
merged with the credit banks. 

Mr. Fascett. RFC mortgage companies out. 

Mr. Frnan. Yes, sir. 

Mr. Fasceii. Virgin Islands Company has been redesignated. 

Mr. Finan. That’s right. , 

Mr. Fasceti. Smaller War Plants Corporation out. 

Mr. Serman. Right. 

Mr. Fascett. Panama Railroad Company. 

Mr. Sempman. Has been merged with the Panama Canal Com- 
pany. 
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Mr. Brown. Will you permit one question? My memory en- 
treats me here. Is the United States Spruce Production Corporation 
still in existence, and if so, why ? 

Mr. Seman. Mr. Brown, the United States Spruce Production 
Corporation was liquidated about 1944 or 1945. 

r. Brown. You are sure that’s right? 

Mr. Seman. Absolutely. I have been asked this question many 
times. 

Mr. Brown. We had a United States Spruce Production Corpora- 
tion operating back in World War I to get certain types of spruce 
to make airplane propellers and still had the boys on the payroll in 
1943 or 1944 when Walter Norblad came to Congress and asked about 
it. And the Director was still drawing his pay of $10,000 a year. 

Mr. Sewman. This, Mr. Brown, was a corporation chartered, as 
they were before the Government Corporation Control Act, under the 
laws of the State of Washington, and they got in litigation and ap- 
parently they had to go and sue in the court to dissolve the Corpora- 
tion and this was very protracted. 

Mr. Brown. What did they have? 

Mr. Sempman. It went out with the Government Corporation Con- 
trol Act which prohibited any corporation 

Mr. Brown. Why do we have United States Spruce Production 
Corporation now still on the live list according to this? 

Mr. Semman. There are many dead corporations in that list. The 
list has not been amended to delete corporations which are no longer 
in existence. 

Mr. Brown. You mean they have not been liquidated ¢ 

Mr. Seman. No, they have been Heaideted: They are ones that 
have been liquidated but the act has not been amended to remove 
the names. 

Mr. Brown. Don’t you think we should know which ones are liqui- 
dated? Let’s bury the dead ones, bury the past so we know what 
we’re actually dealing with. 

Mr. Seipman. I could very quickly give the committee—if you 
have a copy of that. 

Mr. Brown. We ought to remove those. Any taxpayer who looks 
at that list would have a stroke. 

Mr. Semman. Commodity Credit Corporation is still in existence. 
Production Credit Corporations have been merged with the Federal 
Intermediate Credit Banks. Regional Agricultural Credit Corpora- 
tions have been liquidated and are no longer in existence. The Farm- 
ers’ Home Corporation was never activated. I think there is still a stat- 
utory authorization for this. Federal Crop Insurance Corporation 
is in existence. The Federal Farm Mortgage Corporation is in ex- 
istence but in liquidation. The Federal Surplus Commodities Corpo- 
ration is no longer in existence. The Reconstruction Finance Corpora- 
tion has been liquidated and is no longer in existence as have the De- 
fense Plant Corporation, Defense Supplies Corporation, Metals Re- 
serve Company, Rubber Reserve Company, and War Damage Corpo- 
ration; all of those have been liquidated. 

The Federal National Mortgage Association, of course, is still in 
existence, but that has been converted to a mixed-ownership corpo- 
ration, but that remains under this section of the act. 
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The RFC Mortgage Company was liquidated. The Disaster Loan 
Corporation was liquidated. The Inland Waterways Corporation 
technically is in existence but is in liquidation. Al] they’re doing 
is collecting on some of their obligations. There is still some money 
coming in but it is inactive, merely in liquidation. Warrior River 
Terminal Company has been liquidated. The Virgin Islands Corpo- 
ration is still in existence. The Federal Prison Industries Corpora- 
tion is still in existence. 

The United States Spruce Production Corporation has been liqui- 
dated. The Institute of Inter-American Affairs is no longer covered 
by this act. It is still in existence but it is not treated as a corpora- 
tion for purposes of this act. 

The Institute of Inter-American Transportation and Inter-Ameri- 
can Educational Foundation, Inc., Inter-American Navigation Cor- 

oration, Prencinradio, Inc., Cargoes, Inc.—all those have been 
iquidated. 

e Export-Import Bank of Washington is, of course, still in ex- 
istence. The Petroleum Reserves Corporation has been eliminated. 
The Rubber Development Corporation has been liquidated. United 
States Commercial Company has been liquidated. Smaller War 
Plants Corporation has been liquidated. 

The Federal Public Housing Authority is now the Public Housing 
Administration and is still in existence. The Defense Homes Corpo- 
ration has been liquidated. 

The Federal Savings and Loan Insurance Corporation is still in 
existence. The Home Owners Loan Corporation has been liquidated. 
United States Housing Corporation has been liquidated. 

The Federal Housing Administration, as I have mentioned before, 
is still in existence. The St. Lawrence Seaway Development Corpo- 
ration still is in existence. 

The Panama Railroad Company was merged with the Panama 
Canal Company and is no longer in existence as a separate entity. 
Tennessee Valley Authority is still in existence, and Tennessee Valley 
Associated Cooperatives, Inc., was liquidated. 

Mr. Brown. Mr. Chairman, I would like to suggest we have our 
staff check these, looking forward to the advisability of perhaps 
amending this law so as to strike out all those corporations which no 
longer exist, so we may at least know when we look at the statutes 
what is still there and is still covered. 

It would be a technical amendment to the law, I believe, and there 
shouldn’t be much difficulty getting it through Congress. 

Mr. McCormack. If it’s confined to that. 

Mr. Brown. Yes, that is what I mean. I’m talking about this par- 
ticular section because I think it’s very bad. That's one of the diffi- 
culties we have when we start looking something up and find out it’s 
still on the statute books, something else has been done since. Some 
statute or order has set it aside, or something else. You’re never sure 
where you are and that is a pretty formidable list until you start 
striking out the names of those that have been closed down. 

We might even find a few more, some that we’d like to close or 
liquidate. 

he Cuatrrman. Any further questions, Mr. Fascell ? 
Mr. Brown. Excuse me. 
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Mr. Fascetz. That’s all right. 

What effect has H. R. 8332, if any, on section 101 of Public Law 
248 ? 

Mr. Finan. On section 101? 

Mr. Fascetu. Yes. 

Mr. Fran. Principally this effect would be the result of some of 
these technical sections that we have referred to. 

Mr. Fasceit. You mean in other places in Public Law 248? 

Mr. Finan. It also, of course, would have the effect of adding to 
section 101 the corporations which 

Mr. Fascetu. Listed under section 201. 

Mr. Finan. Not all of them, but 

Mr. Fasceti. Some of them. 

Mr. Finan. Some of them, yes; because it will eliminate section 201. 

Mr. Fascetx. Let’s turn to section 201 of that law—of Public Law 
248—and go through the five corporations that are listed there and 
tell us which ones would be under section 101 now under the proposed 
bill. 

Mr. Finan. Under the proposed bill, the Central Bank for Coopera- 
tives and the regional banks for cooperatives. . 

Mr. Fascetyi. Would be under 

Mr. Finan. Would be under new section 101. 

The Federal intermediate credit banks would be under the new sec- 
tion 101 and the Federal Deposit Insurance Corporation would be 
under the new section 101. 

Mr. Fascetzt. They would then be treated as wholly owned govern- 
ment corporations ? 

Mr. Finan. Well, the effect of H. R. 8332 is to eliminate the distinc- 
tion between wholly owned and mixed ownership; wherever those 
words appear in present law they’d be stricken out. 

Mr. Fascetz. Right. 

Mr. Frnan. So we just have one group of Government corporations 
without a distinction. 

Mr. Fascetx. All right; then how would Federal land banks and 
Federal home-loan banks be treated ? 

Mr. Finan. They would drop out of the act completely. 

Mr. Fasceti. And the reason for that is—— 

Mr. Frnan. That there is no Government ownership involved there; 
no Federal financial involvement. 

Mr. Fascerti. And therefore no reason to put them under the budget 
and review accounting principles set forth in the Government Control 
Act—Government Corporation Control Act. 

Mr. Frnan. That’s correct, sir. 

Mr. Fascetz. All right; now, what is your answer to the statement 
that the proposed bill would provide for a uniform basis for computing 
the rate of interest on Treasury advances ? 

Mr. Frnan. That’s based on the section that we were discussing with 
Mr. Brown a little earlier, section 204. 

Mr. Fascety. Section 204 of the proposed bill ? 

Mr. Frnan. At the present time certain Government corporations 
have authority to borrow from the Treasury. There is a provision in 
each charter that sets the basis on which the Secretary of the Treasury 
charges interest on the corporation borrowings. They all have sub- 
stantially the same effect as section 204, but there are differences in the 
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wording and this is what might be ealled a technical and perfecting 
type of amendment rather than anything that has any major impact 
on the operation in question. 

Mr. Fascett. Do I get from that statement that all corporations 
which would be included under section 101 of Public Law 248, as 
amended by the proposed bill, each of them now has in its corporate 
charter such a provision ? 

Mr. Finan. Only those who have authorization to borrow from 
the Treasury; because by no means do all corporations listed under 
section 101, either at present or as proposed, have authority to bor- 
row from the Treasury, but where they do, they do have a provision 
covering the interest rate. 

Mr. Fasce.th. Section 204 then would not affect any corporation 
which did not have in its charter the right to borrow money. 

Mr. Finan. That’s correct; only money from the Treasury. 

Mr. Fascetn. It would only affect those corporations which have 
the power under the charter to borrow money from the Treasury ? 

Mr. Finan. That’s correct. 

Mr. Fascetu. And as to those corporations, section 248 makes—204 
makes no significant or substantial change? 

Mr. Finan. That is our understanding, yes. 

Mr. Brown. May I ask a question ? 

Mr. Fascexy. Yes. 

Mr. Brown. Now, am I correct in the understanding that when 
these charters were granted which give authority to borrow money 
from the Treasury, the interest rate was fixed in the charter, a certain 
amount according to the interest rate at that time? 

Mr. Finan. Provisions were written into the charters which would 
have substantially the same effect as section 204. 

Mr. Brown. At the present time? 

Mr. Finan. Yes, sir. 

Mr. Brown. They are in the charters now ? 

Mr. Finan. Yes, but the wording differs from charter to charter. 

Mr. Brown. Is that the objection to some of these organizations, 
you think it might raise the interest rates ? 

Mr. Finan. I can only conclude that they are confused. 

Mr. Brown. Maybe I’m confused. Maybe not. I’m not sure. 

Mr. Finan. There is a bill before the Congress that would have 
that effect but it is not this bill. 

Mr. Brown. Why would it be necessary then if you can already 
do it? 

Mr. Frnan. Just to eliminate a certain amount of confusion and 
ambiguity and get this particular provision in one place. 

Mr. Brown. Now, they all pay the same rate now ? 

Mr. Frnan. Not necessarily the same rate. The rate would de- 
pend on the time at. which they borrowed the money. 

Mr. Brown. This says “currently”, which indicates to me that at 
any time the government would be able to up the interest rates which 
they pay. 

Mr. Finan. On new borrowings, yes. 

Mr. Brown. Not on old ones necessarily ? 

Mr. Finan. Yes. 

Mr. Brown. Any new ones at the current rate; any old ones at 
the old rate ? 
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Mr. Finan. That is my understanding, yes, sir. 

Mr. Brown. Are any of these corporations to be covered by this 
bill either now, or contemplated in the future, borrowing more money 
out of the Federal Treasury? I thought it was the other way; that 
they were paying back and gradually taking over the ownership of 
many of these corporations. 

Mr. Finan. No; that is not true of all of them by any means. 

Mr. Brown. Is it true of part of them, or any of them ? 

Mr. Frnan. It is true of some of them, yes, sir, some of the mixed 
ownership corporations. There is an increasing amount of private 
= being invested in them. 

r. Brown. Now, it’s a long while ago, but if I remember correctly, 
Mr. McCormack, you may recall more of it than I do, when you set 
up the farm land banks, the original ones, the Government put money 
in, but gradually it was withdrawn, and paid back, and became wholly 
privately owned ; is that correct ? 

Mr. Frnan. That’s correct, sir. 

Mr. Brown. Isn’t that the same theory and the same philosophy 
that is behind what many of these organizations are now trying to do? 

Mr. Frnan. I don’t think I’d use the term “many.” If we are 
talking about this entire group of Government corporations; many of 
these corporations have always been, and the expeetation is that they 
will always be, wholly Government owned. 

Mr. McCormack. What about this particular bill? That is sup- 
posed to cover 

Mr. Brown. That is what I’m trying to get at. 

Mr. Finan. Well, the principal ones here are the Federal interme- 
diate credit banks that are in that category and the banks for cooper- 
atives. 

Mr. Seman. I think the distinction here is that at some time, 
under the philosophy of the bill, these will reach the same status as 
the Federal land banks. The government at the present time still 
owns almost 90 percent of the stock in these banks, maintains revolv- 
ing funds which are there to put in additional Government capital 
in the banks when required. The major part of the money that is 
paid to retire Government capital doesn’t go to miscellaneous re- 
ceipts of the Treasury, but goes into this revolving fund where it is 
held so it can be resubscribed to the capital in the banks. That is 
discontinued in the case of the land banks. 

Mr. Brown. There is one thing for the Federal Government to have 
strict controls over a corporation or agency which the Government 
itself finances and sets up, and a different thing, of course, to have the 
same kind of strict controls over one financed primarily by private 
investment or by notes which belong to that particular corporation, 
that is by stockholders in many instances, like in the farm land banks. 

Mr. Seman. I think one thing should be made clear on the nature 
of the private investment in these institutions, Mr. Brown, and that is 
that there isn’t private equity investment in the usual sense. Some- 
body doesn’t come along and say, “I'll put up and risk $100 of my 
money to buy a share of stock in this institution.” In the banks for 
cooperatives, the stock is being retired primarily out of earnings of 
these institutions which are distributed as patronage refunds and even- 
tually the borrowers will own it, but on the basis of distribution of 
earnings of the banks, they don’t put up any risk capital. 
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Mr. Brown. Isn’t that a good thing? 

Mr. Seman. Yes, in the long run. 

Mr. Brown. Isn’t that what we want, to get so people can take care 
of themselves in mutual cooperation, or whatever you want to call it, 
whether ownership is direct or indirect, if the ownership is derived 


from earnings, that means they actually pay for it—the people that 
use it—isn’t that correct ? 


Mr. Serpman. That is correct. 

When the President approved the Farm Credit Act of 1956, he 
pointed out that while the risk was borne by the Government and 
while the Government is the majority stoekhvahaer, it should continue. 
Congress should continue to—— 

Mr. Brown. Isn’t it the policy of the Government to try to get 
these organizations under the control of borrowers, users, or stock- 
holders, whatever you may wish to call them, and away from the 
Federal Treasury and support of the taxpayers? 

Mr. Frnan. That is the policy, Mr. Brown, but we have a long 
way to go. We are working at it, but let me cite you a few figures 
here in the case of Federal Intermediate Credit Banks, at the present 
time the United States Government investment in capital stock of the 
banks is in excess of $92 million. In contrast, the privately owned 
stock is about $4.5 million. 

Now, similarly in the case of retained earnings on Government 
capital, there are in the intermediate credit banks in excess of $63 
million whereas the retained earnings on the private investment totals 
only $103,000. 

Mr. Brown. It is your idea that that retained earnings made on 


the Government investment. They paid interest on that, didn’t they? 
Mr. Frnan. No. 


Mr. Brown. Paid no interest? 

Mr. Finan. No. 

Mr. Seman. No. 

Mr. Brown. And is it your thought that the Government should 
get. such money as interest from the investment made, or that it 
should be held for the use of the borrowers ? 

Mr. Finan. At the present time it’s held for the use of the bor- 
rowers. 

Mr. McCormack. That is a question that is not raised in this bill; 
is it? 

Mr. Finan. No, sir. 

Mr. McCormack. In other words, budgetary control of certain 
types of mixed ownership Government corporations, mixed owner- 
ship corporations ? 

Mr. Frnan. That’s correct, sir. 

Mr. Brown. That does not come under the budget control now ? 

Mr. Finan. The intermediate credit banks are today under budget 
control, but they will go out in another year, January of next year. 

Mr. McCormack. 1959. 

Mr. Frnan. Yes, sir. 

Mr. Brown. And Congress has provided it should go out, and I 
think we asked the question “Why?”, and I’m not sure that I recall 
the answer. 

Why would Congress provide that, if the Gavernment has that large 
an investment in it? 
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Mr. McCormack. Will discharge its obligations te the Government, 
won’t it? 

Mr. Frnan. By next January? Oh, no, sir, 

Mr. McCormack. Well, why then, as asked in the question by Mr. 
Brown? 


Mr. Finan. You’re not asking me to explain the actions of the 
Congress, sir? 

Mr. Brown. I can’t always explain the actions of the Congress, but 
I thought perhaps somebody who was in close enough touch with the 
operation of these organizations would have some reason why Con- 

ress did that, there must have been some reason. Congress just 
Sens make mistakes all the time. Once in a while it is right. 

Mr. Sermman, There is a very good explanation of why Congress 
did it; that at present mixed ownership corporations do not come 
under the budget provisions of the Government Corporation Control 
Act, the 1956 Farm Credit Act 

Mr. Brown. But you say that organization does come under it. 

Mr. Finan. Until 1959. 

Mr. Brown. Why take it off? 

Mr. Finan. Because of the intermediate credit banks coming under 
mixed ownership. It was thought that it was unfair to single « out the 
intermediate credit banks and not treat all mixed-ow nership. organiza- 
tions alike. 

Why should—the argument is, why should they treat us differently 
than the banks for cooperatives / d 

Mr, Brown. All right. 

Mr. Fascetxz. In those Government-controlled corporations which 
now have in their charter the authority to borrow money from the 
Treasury, the Secretary of the Treasury now fixes the rate; does he 
not? 

Mr. Frvan. That’s correct. 

Mr. Fascetu. And the—there had been no change in that with this 
amendment; under this proposed legislation, he’d still be fixing the 
rate. 

Mr. Finan. That is my understanding; yes, sir. 

Mr. McCormack. Well, is it so, or not? The understanding is 
different than saying “Yes” or “No.” Later if this should become 
law, what is the intent of Congress, your answer wouldn’t be much 
of a contribution representing the agency that you do. 

Mr. Frnan. Well, I'll answer that question “Yes” or “No,” Mr. 
McCormack. I wasn’t trying to hedge. What I did have in my mind 
was that the representative of the Treasury Department who will be 
shortly testifying is much better equipped than 

Mr. McCormack. Let’s ask him now to get it in the record here. 
Do you mind? Id like a chronological record. Let’s have the repre- 
sentative of the Treasury answer the question. 

Mr, Herreirincer. Yes; this bill will give the Treasury authority, 
as it now has the authority, to fix the interest rate of corporations 
which borrow from us. 

Mr. McCormack. Could it increase the interest rate? 

Mr. Herretrrincer. The present language of the bill follows exactly 
the form that is now used by the Treasury in fixing interest rates. 

Mr. McCormack. Well, the question is, could it increase the interest 
rates over the existing law? 
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Mr. Herreirincer. The existing law and this bill give the Secre- 
tary of the Treasury broad authority to fix interest rates. 

Mr. McCormack. But if the passage of this bill—could it result in 
an increase of interest over the present law ? 

Mr. Herreirincer. I see no reason why it should ; no sir. 

Mr. McCormack. Well, could you answer that question yes or no? 

Mr. Herrecrincer. Well, the Secretary of the Treasury fixes the 
interest rates. He determines the basis of charging for the use of 
Treasury money and currently the rate he charges is the rate which 
we have to pay when we borrow in the Treasury. 

Now, some Secretary of the Treasury, if he doesn’t agree with that 
philosophy, could change the interest rates. 

Mr. McCormack. Well, the answer is, he couldn’t. 

Mr. Sermpman. Of course, he has that authority under existing law. 

Mr. Herrecrincer. That is true. 

Mr. Fascetn. The point is, as I gather it, the Secretary of the Treas- 
ury fixes the interest rates, under the proposed law and present law. 

Mr. Finan. Yes, sir. 

Mr. Fasceti. And the passage of H. R. 8332 in and of itself would 
not necessarily and arbitrarily increase interest rates ? 

Mr. Frnan. That’s correct. 

Mr. Brown. Why have it in here if you don’t need it, if you already 
got the power ? 

Mr. Finan. It is to get this provision in, in one place on the statute 
books, instead of scattered around in a number of places, and it has 
the additional purpose of having one set of language to explain the 
basis on which the Secretary is to make these determinations. 

Mr. Brown. That is a good answer. 

Mr. Finan. Instead of somewhat different terminology which really 
means the same thing. 

Mr. Fascetz. All the corporation charters which have this author- 
ity in them for the Secretary of the Treasury to fix the rates of bor- 


rowing from the Treasury by the corporations are legislative acts, 
are they not? 


Mr. Finan. That’s correct. 

Mr. Fascety. In any of these charters, is there a different criteria 
for the fixing of rates than that which is stressed in the proposed 
legislation ? 

Mr. Finan. The wording differs, but the effect of it is the same 
as the language that you see hate in this bill. 

Mr. Fascetx. Does the Central Bank for Cooperatives and the Re- 
gional Bank for Cooperatives have this in their charters; that is, 
do they have the authority to borrow money from the Treasury? 

Mr. Seroman. No. 

Mr. Fascetn. So they would not be affected. 

Mr. Serpman. No. 

Mr. Fasce.ti. Except to come under budget review. 

Mr. Serpman. That’s right. 

Mr. Fascetxi. Does the Federal Intermediate Credit Bank have 
authority in their charter to borrow money from the Treasury ? 

Mr. Finan. No, they donot. AsIsay, there are two sources. They 


issue their own debentures publicly and they can put their capital in 
the revolving funds. 
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Mr. Fasceiyi. Does the Federal Deposit Insurance Corporation have 
the right to borrow money from the Treasury by its charter? 

Mr. Finan. Yes, sir; up to $3 billion. 

Mr. Fascett. And the Secretary now sets the rate of interest at 
which it may borrow. 

Mr. Setpman. The statute so provides. They have not used the 
borrowing authority. 

Mr. Fasceiy. Proposed legislation would make no change in that ? 

Mr. Serpman. No substantive changes. 

Mr. Fasceii. Then what’s this section : 

These sections are designed to assure that each Government corporation re- 
flects in its accounts and financial statements all significant costs of its 
operations. 

What does that mean ? 

Mr. Finan. That refers to section 205 of the bill. 

Mr. Fascetz. This is one of the new sections, isn’t it ? 

Mr. Finan. This is a new section; yes, sir. 

; " Fasceti. So this provision is not contained in any existing 
aw 

Mr. Sexman. There are—this again -is where the more recent 
charters do have language comparable to this where we have tried 
to put the Government corporations on a self-sustaining basis. For 
example, with respect to the retirement fund; and the employees 
compensation funds, most every charter enactment in the last several 
years has contained such provisions. The earlier charter enactments 
by the Congress did not contain such provisions. The policy has 
been followed by some, but not all, to reimburse for the various serv- 
ices provided under A. 

Mr. Fascety. So then, 205 in the proposed legislation would have 
the effect of amending all the old charters ? 

Mr. Seripman. That’s right. 

Mr. Fascetzt. That did not have this provision in it. 

Mr. Finan. That’s correct. 

Mr. Fascextzt. And put all corporations in on the same basis as far 
as the reflection of cost is concerned. 

Mr. Finan. Yes, sir. 

Mr. Fascetit. How would that affect—how would that section af- 
fect the three organizations which are named in section 201 of Public 
Law 248, which under the proposed legislation would then be treated 
as other corporations in section 101 of Public Law 248? 

Mr. Frnan. Would you like to comment on that? 

Mr. Sempman. Yes, [ think I can give you exact figures. The Gen- 
eral Accounting Office in its audit for 1956 said that in the case of 
both the Federal intermediate credit banks and banks for coopera- 
tives, that do not reimburse the retirement fund or the employees 
compensation funds, the annual cost of that to the Government in 
each case is approximately $65,000. 

The Federal Deposit Insurance Corporation also does not reim- 
burse for these services. The General Accounting Office has esti- 
mated in its adudit that since 1933, this is for the overall period, that 
this has totaled about $314 million. 

Mr. Fascetz. Now are you talking about reimbursement of costs 
under section B—under B of section 205 ? 

Mr. Seman. That is under B. 
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Mr. Fasceti. Of the proposed legislation now, would there be any 
comparable figures for section A, reimbursement ? 

Mr. Serpman. I think there would be, but we have not made a de: 
tailed analysis of this. 

Mr. Fascetyt. And I am correct in assuming that the enactment of 
section 205 of the proposed legislation would in no way be retroac- 
tive to the old corporations which have not been reimbursing to the 
present time ? 

Mr. McCormack. Would section 205 be retroactive to the existing 
corporations ? 

Mr. Finan. No, sir. 

Mr. McCormack. It would not be retroactive ? 

Mr. Frnan. Yes, sir. 

Mr. Fascett. We would like to have for the record a list of the 
Government corporations that do not have reimbursement provisions 
in the charter, and those which do, and also indicate those corpora- 
tions which even though they do not have reimbursement provisions 
have been voluntarily making reimbursement. 

Mr. Finan. We will be glad to furnish that. 

Mr. Brown. Some of them are doing that. 

Mr. Fascett. Some of them are doing that even though the law 
does not require it. 

Mr. Brown. In your opinion, is there more objections from these 
Organ tations because of section 1 of 205, or because of section 204? 

Mr. Finan. It is my impression, Mr. Brown, that the principal ob- 
jections that these organizations are raising to this bill do not run to 
either section 204 or section 205. They run to the basic idea of the 
Congress exercising budget control over their operations. 

me. Brown. But you say you have budget control over most of 
them ? 

Mr. Frnan. No, we do not have budget control, for example, over 
the largest one we are talking about, the FDIC. 

Mr. Brown. That is about the only one I have not heard from. 

Mr. Seman. I think it might clarify the record on this point, the 
only objection to this bill on the nek as indicated in the commit- 
tee print, is from the farm credit group, that is, the banks for coopera- 
tives and intermediate credit banks. There are no other objections; 
in fact, there are approving letters. 

Mr. Henperson. Except the FDIC; that letter had not come in at 
the time that print was prepared. 

Mr. Brown. Did they object to it in that letter ? 

Mr. Henperson. Yes, they did. Mr. Wolcott will testify to that. 

Mr. Fasceci. Let me pursue this matter a little bit further. On 
section 205 dealing with reimbursable costs, if corporations which are 
now excluded because of the fact that they come under section 201 of 
Public Law 248 would then be included as a result of the proposed 
legislation, what operational effect or what financial effect would it 
have when the proposed legislation is enacted ? 

Mr. Finan. In the case of some of them it will result in a very 
slight increase in their operating expenses, percentagewise a very 
minor one. 

Mr. Fasceti. Would this be reflected in the cost of future borrow- 
ings in any way ? 
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Mr. Finan. Conceivably. But as I say, it will be so very minor in 
terms of their total operations that probably as a practical matter it 
would not have any effect. 

Mr. Fascetu. Therefore, the reimbursement of costs as proposed in 
the legislation would not in itself affect interest rates ? 

Mr. Finan. I would not think so; no, sir. 

Mr. Fascett. Although the Secretary of the Treasury would un- 
doubtedly take into consideration, as he does now, the financial condi- 
tion of the corporation ? 

Mr. Finan. Surely. 

Mr. Fascetz. And the only changes that would be made as a result 
of the legislation would be a reflection in their statement of the 
additional cost in order to comply with the requirement for reim- 
bursement ? 

Mr. Frnan. That is correct. 

Mr. Fascetz. And this would be nominal, in your opinion, based on 
their total operating costs? 

Mr. Frnan. Yes, sir. 

Mr. Fascett. Is there any inequity under the present administration 
of Public Law 248 in that so-called mixed ownership Government 
corporations are excluded from Government budgeting and review 
and accounting procedures while other Government corporations are 
required to submit ? 

Mr. Frnan. Well, we feel, as I have indicated in my prepared state- 
ment, that perhaps inequity is not the word to use, but that it is unde- 
sirable for the Congress, having created these agencies, and having 
committed the taxpayers of the country to the support of some very 
large and expensive operations, for them not to take a look at least 
once a year at the projected plans and policies of the agencies and 
have a basis for determining whether there is any need for Congres- 
sional action. 

As you know, the way the Congress handles these corporation budgets 
is, you might say, the reverse of the way you handle the budget of an 
ordinary Federal agency, in that if they lay their budget program 
before the Congress and the Congress is, shall we say, satisfied with it, 
you take no action. 

In other words, in contrast to the manner in which you appropriate 
funds where you have to take a positive action to make the money 
available. 

Mr. Fascetu. Do we have in the record now, have you already testi- 
fied on the extent of Government liabiltiy or ownership with respect to 
the three types of organizations which are under section 201 of Public 
Law 248, and which by virtue of the passage of the proposed legislation 
would be subject to budget review and accounting ? 

Have we got all of those figures in there ? 

Mr. Frnan. I believe that was all covered in my prepared statement ; 
yes, sir. 

" Mr. Fasceti. That is all the questions I have. 

Mr. McCormack. I have a letter here from a former colleague of 
ours, former Congressman Jerry Voorhis, the executive secretary of the 
Cooperative League, in which he said: 





The passage of legislation similar to H. R. 8332, however, would, in effect, say 
that even when all Government capital has been retired, and when the only money 
in these institutions is the investment of farmers or cooperatives, even then the 
Bureau of the Budget would have complete control over their operations. 
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What have you got to say to that? 

Mr. Frnan. Well, in the first place, Mr. McCormack, the Bureau 
of the Budget does not have complete control over the operations of 
any Government corporation. 

Mr. McCormack. We know what the Bureau of the Budget can 
do. They would have complete control, then, would they, over their 
expenses, their expenditures, their whole budget, within their cor- 
poration, even after all Government capital has been retired, is that 
so, under this bill ? 

Mr. Frnan. We are assuming, Mr. McCormack, that when these 
agencies become fully privately owned, and sufficiently strong 
financially to stand on their own feet, that Congress will enact leg- 
islation that will put them in the same category as some of the other 
agencies that we have referred to here—the Federal land banks 
are an example—in other words, they will drop out the control fea- 
tures of this act. 

Mr. McCormack. Why cannot provision for that effect be made in 
any bill? 

Mr. SeipMan. This is made, Mr. McCormack, in the bill, because 
what, in effect, this bill does—— 

Mr. Fasceti. You have an automatic drop-out provision. 

Mr. Serpman. There is an automatic drop-out—the present law 
provides the dropout is when the stock is retired, and, of course, this 
has worked in peculiar ways, because sometimes stock is retired with 
no private ownership of stock at all. This has been done in the FDIC 
and it is being done in the Federal Savings and Loan Insurance Cor- 
poration. 

Mr. McCormack. What specific provision of the law are you talk- 
ing about, under the present law 4 

Mr. Serpman. I will give you that right away. 

The present law says, section 202, the present law : 

The financial transactions of mixed ownership Government corporations for 
any period during which Government capital has been invested therein shall 
be audited by the General Accounting Office in accordance with the principles 
and procedures applicable to commercial transactions. 

This refers only to the audit, things that are not covered by budget. 
So under the present provisions of law, when the Government capital 
stock is retired, the General Accounting Office no longer has the 
authority to aduit. 

Now, in the case of two of these institutions, by separate legisla- 
tion, Congress did restore the authority of the General Accounting 
Office to make its audit, that i is, the Federal Deposit Insurance Corp- 
oration and thhe Federal Home Loan Bank, but it has not done so 
in the case of the Federal land banks, which are not at present sub- 
ject to audit by the General Accounting Office. 

Mr. McCormack. The General Accounting can audit these corpora- 
tions not covered by the present bill? 

Mr. Serpman. All those covered by the present bill, they can. 

Mr. McCormack. There is no difficulty in that respect. 

Mr. Brown. They do, do they not? 

Mr. Sripman. Except for the land banks, under the ex xisting law 
they do not audit the land banks. 
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Mr. McCormack. And there is no evidence of any failure as to co- 
operation with the General Accounting by these corporations, you 
have no knowledge of that ? 

Mr. Sempman. We have no knowledge of that, but I think the Gen- 
eral Accounting Office should answer that question. 

Mr. McCormack. You have absolutely no evidence of any misman- 
agement—when I use the word “mismanagement,” I do not use it in 
any—I use it in the ordinary sense of serious errors of judgment, and 
so forth, which any businessman could do—and I do not use it in any 
sinister sense—but you have no evidence at all to present to this com- 
mittee as to why this Congress should change the policy of the pre- 
ceding Congresses who enacted the present law ? 

Mr. Serman. The only mixed ownership corporation created since 
the enactment of the Government Corporation Control Act is “Fanny 
Mae.” In that case the Congress did not feel that it ought to be 
treated as the mixed ownership corporations here, and did provide 
specifically that budget control would be retained by the Congress as 
long as there was any outstanding Government capital, although they 
had the right to borrow. 

The first departure from that was the case of the intermediate credit 
banks. I think I could perhaps give an example of why I think the 
Congress, as a representative of the majority stockholder, has a reason 
to look at these banks. It isn’t a question of mismanagement, but 
there are certain policies which, if pursued by the banks, can mean an 
additional demand on the Federal Treasury. 

Mr. McCormack. We do through the General Accounting, do we 
not ¢ 

Mr. Srmpman. You get that about 1 year after the fact, which makes 
it rather difficult to do something. Now, for example—— 

Mr. McCormack. You are not indicting the General Accounting 
by that statement, are you? 

Mr. Sempman. No. I think they doa on fast job. You would 
have it 1 year after the close of the fiscal ye 

Mr. McCormack. When you say aes is not governmental oppor- 
tunity to look into the audits of these corpor ations, why, the General 
Accounting does have that authority. 

Mr. SeripMan. They audit it. 

Mr. McCormack. Now, of course, the General Accounting Office, 
you talk about Congress, that is the direct arm of the Congress, is it 
not ? 

Mr. Seripman. It is the opportunity, Mr. McCormack, to act before 
the fact rather than after the fact. 

Mr. McCormack. You have no evidence to show why there is any 
necessity for operating before the fact ? 

Mr. Seman. Well, I will give an example. The General Ac- 
counting Office audit for 1956 on the intermediate credit banks indi- 

cated that as a matter of policy—we are not in any way questioning 
the policy at all, but they decided to operate not to recover the in- 
creased cost of money through the interest rates charged on their loans. 

This resulted in that year, according to the audit report, in a mil- 
lion-dollar loss. Now, this is a loss, I think, that C ongress, as repre- 
senting the majority stockholder, would at least like to be informed 
about and know about in advance, because if it were continued over 
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a period of time, the obvious result would be that the Government 
would have to put more capital in the intermediate credit banks. 

This is a policy decision—I am in no way questioning whether it 
was the right decision, but this is an example by way of the audit 
report of something that Congress would want to look into. 

With respect to the banks for cooperatives the audit report indi- 
cates that their way of accounting for reserves affects two things: it 
affects both the amount of money that gets paid out in patronage 
refunds and this affects the speed with which the Government stock 
is retired. It also affects what they pay in so-called franchise tax, 
which, after allowance for various contingencies, they pay to the 
Government. The GAO raises questions about that, and that is 
another aspect of this, because the question of how they keep this 
reserve and their reserve policies affects both the payment to the Gov- 
ernment as franchise tax and the speed at which the Government 
capital is retired. 

Mr. McCormack. Well, as to the GAO audits, the departments and 
agencies operate pretty much the same way, do they not? 

Mr. Szmman. The GAO audit report on the date—as I said, I think 
the GAO is very current—this was done in fiscal year 1956, and the 
audit report was submitted to Congress on May 28, 1957. 

Mr. McCormack. What I mean, the GAO looks over the systems of 
our departments and agencies, they make suggestions, do they not, as 
to how they could be improved ? 

Mr. Seman. Yes, indeed. 

Mr. McCormack. That is after the fact. 

Mr. Serpman. It is very valuable. 

Mr. McCormack. Yes. Can they not do it here with these corpo- 
rations? 

Mr. Sermpman. They do do it. And one of the things I might say 
is that the budget review process complements the audit—it is the 
only way of really carrying out the GAO reports, other than merely 
having it for general information. 

One of the policies, I might say, that has always been followed 
in the Budget Bureau as part of the Bureau review, the corporations 
are asked to comment and give their views on each recommendation 
in the GAO reports, so one complements the other. 

Otherwise the only way the recommendations of the General Ac- 
counting Office could be made effective would be for the Congress to 
enact special legislation. 

Mr. Brown. May I ask a question right there. 

Mr. McCormack. Do you know of any suggestions made by the 
Accounting Office that have not been hopefully received by any of 
these corporations affected by the pending bill ? 

Mr. SempMan. All I know is what I read in the GAO «audit reports, 
and I think they have indicated that there have been a number that 
have not been enthusiastically received. I think the GAO is in a 
much better position to testify. 

Mr. McCormack. What was that remark ? 

Mr. Sempman. I think the GAO is in a much better position to tes- 
tify to that. 

{r. Brown. I want to go back to this question of budget control 
over these agencies. Now, if I understand your testimony correctly, 
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and if I understand the situation as it has existed, these agencies or 
corporations that do not now have their budget approved by the 
Bureau of the Budget do submit a budget to the Congress, is that not 
na or a program ? 

r. SeipMAN. Yes. 

Mr. Brown. Is that right? 

Mr. Finan. If I understand your question correctly, the answer 
is “No. 

In other words,*the corporations that submit their budget pro- 
grams to the Congress submit them to the Bureau, and they are in- 
corporated in the President’s annual budget. 

Mr. Brown. But without your control over what is in it ? 

Mr. Fryan. Without any control by the Budget Bureau, that is 
correct. 

Mr. McCormack. You mean something gets through the Budget 
Bureau without any control? 

Mr. Frnan. These budgets are handled on a much different basis 
than you handle budgets 

Mr. McCormack. But you said “without any control.” You mean 
to say that the Budget Bureau does not look them over ? 

Mr. Frnan. We look them over, surely. 

Mr. Brown. But you have no power to do anything? 

Mr. Frnan. This act gives the Budget Bureau no power, the basic 
power is in the Congress and the President under this act, and not 
in the Budget Bureau. 

Mr. Brown. The Congress finally, whether it comes through the 
Budget Bureau or some place else, passes on the budgets of these dif- 
ferent corporations that would be covered under this bill; is that 
right ? 

Mr. Frnan. That is correct, sir. 

Mr. Brown. And if we are for this bill, then, the Budget Bureau 
would pass on it first before Congress gets a look at it, and it would 
decide whether this particular corporation should have this budget 
or that budget; is that right? 

Mr. Finan. Well, we would obviously review them, yes, sir, that 
is right. 

Mr. Brown. Well, you would not want to control them unless you 
were going to do something about it, would you? 

Mr. Frnan. That is correct. 

Mr. Brown. All right. Now, under the present system you just 
simply, as I understand it, practically transmit as a whole, perhaps 
with your comment, the budget of these different corporations as they 
are submitted to you, up to the Congress, and give them to Congress; 
is that right? 

Mr. Frnan. That is right; yes, sir. 

Mr. Brown. And then the Congress in finality passes on the budget 
of this corporation or that corporation; is that not right? 

Mr. Frnan. That is correct, sir. 

Mr. Brown. If we adopted this legislation, passed it, enacted it, 
then, as I understand it, they would have to come to the Budget Bu- 
reau first, the corporations would, and the Budget Bureau would 
make up its final budget rather than the corporation, is that it, be- 
fore it would be submitted to Congress ? 
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Mr. Finan. Well, if you are talking about-the material that goes 
into the budget document—— 

Mr. Brown. I am talking about the budget document, that is what 
we call the amount of material, the amount, and what it is for, and so 
forth and so on; is that not right ? 

In other words, you would have the power in the Budget Bureau to 
make policy in submitting the budget, would you not, for these 
corporations ? 

r. SempMan. Not on their program expenditure. 
I might explain how this operates. They do submit business-type 
budgets and are not requesting appropriations. These as the act 
rovides, are really the usual business-type financial statements, you 
ave your income and expense, sources and application of funds, and 
so forth, so you can look at what they are doing. 

Then the only language that deals with amounts of money is some- 
thing that the Bureau of the Budget itself has never advocated, in 
fact, at times in the past it has opposed it, but the Appropriations 
Committee had desired it. 

Mr. Brown. You put the items in your budget that you recommend 
be appropriated to this and that? 

Mr. Serpman. There are no appropriations. 

Mr. Brown. I know the Congress makes the appropriations, that is 
fundamental law, that is in the Constitution. 

Mr. Sempman. It is not technically, Mr. Brown—what the Congress 
does under this act, they can limit the amount of funds, the corpora- 
tion’s own funds, it is not an appropriation, they have in most, but not 
all, put a limitation on the amount for administrative expenses, 

Mr. Brown. I understand that, and that is the only figure that 
comes up. 

If this law is enacted, can’t you do that in your budget? 

Mr. Semman. On the budget of the Government corporations 

Mr. Brown. You would then have the authority to fix that limit 
instead of Congress? 

Mr. Semman. Congress does not have the power to do this now, or 
at least has not exercised it as far as the mixed ownership—— 

Mr. Brown. It does have the power ? 

Mr. Serpman. They do not do it. 

Mr. Brown. In other words, instead of letting Congress decide 
whether this particular corporation is right or wrong about it, you 
are going to let the Budget Bureau decide, is that it, as far as the 
recommendation to Congress is concerned ? 

Mr. Serpman. The recommendation—of course, as I said, these 
mixed ownership corporations do not come to Congress. 

Mr. Brown. I am just a country boy. I have only been around here 
a little while. I have not yet made up my mind whether the Budget 
Bureau, which was created by the Congress, and so forth and so on 
and is in the Office of the President, although it is supposed to repre- 
sent the Congress, and the policies fixed by the Congress, which is the 
lawmaking branch, and a coordinate branch, of the Government, or 
whether it represents just the views of the Executive—seemingly most 
of the time I see it as expressing the views of the Executive. 

The Budget Bureau says legislation is in line with the program of 
the President or it is not in line with the program of the President. 
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So that gets down to the fundamental problem as to who wants to 
finally pass upon the policy that is being followed by such an organ- 
ization. 

Getting down to basic principles—and I hope this will not bore 
you—we spend billions of dollars to help agriculture across the seas. 
And we spend all kinds of money there. 

The Congress may also decide that as a policy we should subsidize, 
to a certain extent, these domestic organizations that make loans to 
farmers, to agriculture, to housing, or something else here in America. 

Don’t you believe that is really the Congress’ business, rather than 
the Budget Bureau’s ? 

Mr. Frnan. Yes, sir. But let me point this out, Mr. Brown: At the 
present time the Congress does not get a look at the program of the 
Federal Deposit Insurance Corporation at all. This is not a matter 
of substituting the Budget Bureau for the Congress in connection with 
these agencies. 

The Congress does not look at the budget program of the FDIC, 
and never has. 

Mr. McCormack. Neither do they with the Federal Reserve. 

Mr. Brown. No; because it is self-supporting and finances itself 
and has not called on the Government for any money. It has not cost 
the Government anything. 

It is one thing to be in the position of a creditor, where you have 
somebody who is taking your money—you know, I do not pay a bit of 
attention to those who do not owe me money; but when I have some 
folks who are behind in their payments, I begin to look in to their 
operations a little bit. 

And I think if the FDIC were coming to Congress or the Treasury 
for a lot of loans, it would not be long before Congress, and this com- 
mittee, would be inquiring into such a situation. 

Am I right, Mr. McCormack ? 

Mr. McCormack. I think that is good logic. 

Mr. Brown. And as long as they have a good operation going along, 
and it is a good investment, and it is not costing anything, and they 
have a good reserve—I do not know whether the Comptroller of the 
Currency looks after it or whether the Congress looks after it; I have 
not checked—that is one sort of a picture. 

Then we have this picture: In order to help farmers, Congress has 
established some of these agencies or corporations, just as we did 
with the farm-land banks when we had troubles in the early days. 
We give them a little credit or subsidy as we do on every reclamation 
project in the country. 

It is a matter of Government policy with which I have not always 
agreed, for it should always be self-liquidating, but it is a policy which 
has helped reclamation to help develop the West. 

That is a fixed Government policy. It is not just a budget matter, 
but a policy that Congress has to — on. 

The thing I am just a little afraid of here is that we may get some- 
body in the Budget Bureau who deals with figures only and will decide 
the kind of budget these corporations can have, and as to what they 
ean do. The Budget Bureau will have a constrictive power over them 
which might be injurious, and completely contrary to the desires and 
policies of Congress as a whole. 
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Maybe I have the wrong concept, but I want to get this thing clearly 
in my head. I have some strong feelings on it. I feel when we 
loan the credit of the United States to any project, those helped should 
try to meet the cost, if they can, and to repay the Government, if it 
can, and permit people to run it themselves, either through coopera- 
tion or an organization of their own, or through other independent 
effort. I am not for subsidies for very long, but there have been situa- 
tions where they have been necessary and helpful. 

And I say, specially in view of the fact that we seem to be very free 
and very easy with subsidizing everybody else in the world, that when 
some farm organization, we will say, does not want to pay certain costs, 
we are right on their necks. We do not want to help them to struggle 
out of their situation. 

If I had my way we would tighten up a little more on our help to 
people of other lands and maybe give a little more consideration to our 
own people here at home. 

That is not the purpose of this hearing, but is just my opinion. That 
is what worries me Shoes this whole bill, whether we are substituting 
the decision of the Bureau of the Budget—fine fellows down there, but 
I do not think you have got any more intellect down there than they 
have in the Congress of the United States—for the decisions made by 
the Congress. 

The Cuarrman. Why, Mr. Brown. 

Mr. Brown. I am serious about it. We do not always agree with 
the Budget Bureau; we cannot always find the right. 

But if it is not in the budget, if Budget Bureau does not send it 
up, if they decide some project ought not to be included for some reason, 
whatever it may be, you have a pretty rough time getting it through, 
don’t you? 

Mr. McCormack. Was that question addressed to me or to the 
witness. 

Mr. Brown. Anybody who may want to answer it. 

You have heard of these country philosophers, have you not? 

I am just philosophizing. 

The CuatrmMan. Congressman McIntire, have you something to give 
us on this? 


STATEMENT OF HON. CLIFFORD G. McINTIRE, A REPRESENTATIVE 
IN CONGRESS FROM THE STATE OF MAINE 


Mr. McInvire. Mr. Chairman, I appreciate this opportunity to be 
here this morning, and may I first, with the permission of the commit- 
tee, insert into the record a statement by our colleague, Mr. LeRoy 
Anderson of Montana. 

The statement is prepared, and he asked me to make it a part of the 
record. 

(The document is as follows :) 


STATEMENT OF Hon. LERoy ANDERSON, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF MONTANA 


Mr. Chairman, members of the committee, as a Montana farmer-rancher, who 
is directly interested in ana a member of the Production Credit Association and 
the Federal land bank system, I have a vital and firsthand knowledge of the 
effect which H. R. 8332 will have on the institutions concerned. 
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Montana's agricultural economy has been greatly aided by the improved rural 
credit that resulted from the excellent operation of the Federal land banks, the 
production credit associations and the financial institutions that back them up: 
The Federal intermediate credit banks and banks for cooperatives. On behalf of 
my colleague, Mr. Metcalf, and myself, and on behalf of these financial institu- 
tions in my State and their customers, I am appearing before your committee 
to oppose H. R. 8332, and, in particular, to oppose those provisions which would 
make these institutions subject to the Government Corporation Control Act. 

Some of our reasons for objecting to this bill are as follows: 

1. It would be breaking the faith, since, in passing the Farm Credit Act of 
1953, farmer members of the farm credit system were promised less rather 
than more Federal domination and control. 

2. The Production Credit Association with which I, as a rancher, do my 
financing, is now completely farmer owned and operated, as are most other 
PCA’s and FLB’s. Our member users have every right to expect that this 
achievement warrants the complete freedom of these financial institutions 
and the banks for cooperatives from Budget Bureau control. Under the 
purchase plan now in effect, the intermediate credit banks are entitled to the 
same consideration. 

3. To pass H. R. 8332 would break the moral agreement of the Farm Credit 
Acts of 1955 and 1956. 

4. There can be no valid reason for adding another level of bureaucratic 
control, in view of the outstanding record of achievement by the corporations 
of the farm credit system under the Farm Credit Administration. 

5. In view of the Budget Bureau’s reputation for putting arbitrary dollar 
limitations above considerations of national welfare, passage of this law 
may well lead to limiting the funds of our rural financial lending institutions 
in such a way as to jeopardize their very operation. 

6. There is no justification whatsoever for this bill, since there is no appro- 
priation of money from the United States Treasury. Farm credit banks 
use their own corporate funds for administrative purposes. 

The need for farm credit is greater today than it has ever been. The best credit 
available to farmers is that of their own farm credit system. 

On behalf of my colleague, Congressman Lee Metcalf, and myself, may I again 
express our most sincere hope that you will protect the smoothly operating farm- 
credit system by vating against passage of H. R. 8332. 

Thank you. 


Mr. McIntire. Also, Mr. Chairman, and members of the commit- 
tee, on behalf of our colleague, Mr. Matthews of Florida, I would 
like to insert into the record at this point a statement which he has 
left with me with that request, to which is attached certain commu- 
nications which have been sent to him by interested citizens in 
Florida, which he would like to have part of the record as a part of 
his statement also. 


(The document and communications are as follows :) 


STATEMENT OF Hon. D. R. (Brrry) MATTHEWS, A REPRESENTATIVE IN CONGRESS 
FROM THE STATE OF FLORIDA 


Mr. Chairman, I appreciate very much the opportunity to appear here today 
in opposition to H. R. 8332. I have talked at some length about this bill with 
friends of mine in my district who are very closely associated with the problems 
of farm credit. 

Without an exception, these friends have been opposed to H. R. 8332 and 
feel, in effect, that the passage of this bill would mean that the Congress is 
not acting in good faith with our fine production credit associations which have 
agreed to buy the stock invested by the Government in the Federal intermediate 
credit banks, thereby returning the invested Government capital. 

I want to pay tribute to our production credit associations, several of which 
are in my congressional district. These associations are performing a mag- 
nificent service to agriculture in this day and time of grave agricultural re- 
cession. 

I sincerely hope that this committee will not report H. R. 8332 and that the 
way will be paved for our production credit associations to go ahead and buy 
the stock invested by the Government in the Federal intermediate credit banks. 
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I am pleased to include in my statement letters from the following who 
are opposed to the passage of H. R. 8332: (1) Mr. Aubrey Fowler, president of 
the Florida Council of Farmer Cooperatives, of Live Oak, Fla.; (2) Mr. T. J. 
Fletcher, president, North Florida Production Credit Association, Live Oak, 
Fla.; (3) Mr. Counts Johnson, secretary, Florida Citrus Exchange, Tampa, Fla. ; 
(4) Mr. Howard V. Lee, general manager, Eastlake Investment Corp., Eastlake 
Weir, Fla.; and (5) a telegram from Hon. J. W. McAlpin, member, Florida 
State Legislature, Jasper, Fla. 


Hon. D. R. (Brtty) MATTHEWs, 
New House Office Building, 
Washington, D. C.: 

Please oppose in every way possible H. R. 8332. We believe the Farm Credit 
Act of 1956 to be what we merit and deserve. As a member of production 
credit and of the Florida Legislature I ask you please to register my opposition 
to H. R. 8332. 

J. W. McALPIn, 
Member Florida Legislature. 





FLORIDA COUNCIL OF FARMER COOPERATIVES, 
Live Oak, Fla., February 14, 1958. 
Re H. R. 8332, a bill to amend the Government Corporation Control Act, as 
amended 
Hon. D. R. (Brtty) MATTHEWS, 
Member of Congress, New House Office Building, 
Washington, D. C. 

DEAR CONGRESSMAN MATTHEWS: We are very disappointed that anyone in the 
Congress has deemed it necessary to introduce a bill which would, in effect, repeal 
section 201 (a) and 202 (a) of the Farm Credit Act of 1956 which exempt Federal 
intermediate credit banks from the budget provisions of the Government Cor- 
poration Control Act, effective January 1, 1959. 

You will recall that in 1956 the production credit associations agreed to buy 
the stock invested by the Government in the Federal intermediate credit banks, 
thereby returning the invested Government capital. The associations gladly 
agreed to buy the stock of the Federal intermediate credit banks in good faith. 
In fact, directors and members of PCA’s think it good business to return to the 
Federal Government the Capital invested in these banks. Since this agreement 
to buy the stock was made in good faith, it would appear now that such an 
amendment as provided in H. R. 8332 is contradictory to the provisions of the 
act of 1956 and would certainly be an upset to the faith the associations had in 
making the agreement. We believe that the associations should own the Federal 
intermediate credit banks and it is only reasonable to assume that they should 
control what they own. 

The proposed budget provisions would require the banks subject thereto to 
submit budget programs and to have the amount of their funds which may be 
spent for administrative expenses authorized by Congress each year so long 
as the banks are eligible for Government subscriptions to their capital stock 
and notwithstanding a bank actually has returned all of its Government capital. 

I am sure you will agree that it is very difficult in financing agriculture to 
estimate in advance for appropriations from Congress because of unforseen 
hazards and needs. 

H. R. 8332 would extend the Secretary of the 'Treasury’s control over bonds, 
notes, debentures, etc., issued by Government corporations to include obligations 
issued by the banks for cooperatives and the Federal intermediate credit banks, 
authority as to which now rests with the Governor of the Farm Credit Admin- 
istration subject only to consultation with the Treasury Secretary. 

Such control is not now applicable and could result in more Government control 
than is now in existence. We must have a free hand in offering our debentures 
since we are dealing in a competitive market. Please register our opposition 
to H. R. 8332 in every way you can. 

Yours sincerely, 
AUBREY FOWLER, 
President, Florida Council of Farmer Cooperatives. 











36 AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 


NortH FLoripA PRODUCTION CREDIT ASSOCIATION, 
Live Oak, Fla., February 11, 1958. 
Re H. R. 8332, a bill to amend the Government Corporation Control Act, as 
amended 
Hon. D. R. (Brity) MatTrHews, 
Member of Congress, Washington, D. C. 


Dear CONGRESSMAN MatrHews: The board of directors of the North Florida 
Production Credit Association has requested me to ask that you oppose in every 
manner possible the above bill. 

We believe that the enactment of H. R. 8332 would be a betrayal of the con- 
fidence and faith that our production credit associations have in the Congress 
and in the action taken in enacting the Farm Credit Act of 1956. I am sure you 
will remember that, in the Farm Credit Act of 1956, provision was made for 
the purchase of the Federal intermediate credit banks by the production credit 
associations in order that the Government capital invested in them might be 
returned. Our association, along with all the others in the United States, has 
made the first installment in the purchase of this capital, and is gladly obligated 
to purchase its share of all the stock. We made this agreement in good faith, 
and several years of study and consideration causes us to believe that the Farm 
Credit Act as already passed by the Congress is a good law and in the best interest 
of the production credit system. 

Again, we ask that you please oppose this bill in every way possible. 

Sincerely yours, 


T. J. FLetcuer, President. 


FiLoripA CITRUS EXCHANGE, 
Tampa, Fla., February 14, 1958. 


Re H. R. 8332, a bill to amend the Government Corporation Control Act, as 
amended 


Hon. Dante B. FASCELL, 
House Office Building, Washington, D. C. 


Deak Mr. Fascett: We are advised that a hearing on the above bill will be 
held February 18, 1958, by the Subcommittee on Executive and Legislative Reor- 
ganization, which is a subcommittee of the House Committee on Government 
Operations, and we do not feel that this proposed legislation is in the best 
interests of the farmers of this country who obtain their credit from one or 
more of the several lending institutions that comprise the Farm Credit 
Administration. 

As you no doubt know, the Florida Citrus Exchange is a nonprofit, feder- 
ated, cooperative marketing association composed of some forty-odd coopera- 
tive organizations whose several thousand grower members in the aggregate 
produce 20 to 25 percent of the citrus-fruit crop in Florida. 

Most of these growers are dependent, either directly or through their own 
cooperative associations, upon the credit facilities of the Farm Credit 
Administration. 

It is apparent to us that the effect of H. R. 8332, if enacted into law, would 
be to subject the farm credit banks, particularly the banks for cooperatives 
and the intermediate credit banks on which we all are so dependent, to the 
budget provisions of the Government Corporation Control Act and thereby re- 
quire them to submit budget programs, have their administrative-expenses funds 
authorized by Congress each year even though a bank has returned all its Gov- 
ernment capital, and give the Secretary of the Treasury further bureaucratic 
control over bonds, notes, debentures, and the like issued by these banks. 

For years, it has been the definite goal of the farmers of the Nation to retire, 
as rapidly as possible, Government capital in these banks, and vest exclusive 
ownership and control in the farmers who patronize them, and considerable 
progress has been made in that direction thanks to a sympathetic Congress 
which has so greatly aided the program through necessary enabling legislation. 
Nothing could thwart this worthy program more effectively than passage of 
H. R. 8332, which is the very epitome of the heavy hand of Government control. 

We urge you and our other Representatives in Congress from Florida to 
make your own independent investigation of the economical and businesslike 
manner in which these farm credit banks, under the direction and supervision 
of a Board of Directors of outstanding businessmen of proven ability and a 
most able Governor of the Farm Credit Administration, are presently being 
operated and, having done so, we are confident you and they will oppose H. &. 
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8332 because of your innate opposition to (1) increasing rather than lessening 
Government controls over the lives and businesses of our people, and (2) the 
waste and extravagance inherent in every legislative program that further 
widen the scope of operations of unbridled bureaucrats. 
Yours véry truly, 
Counts Jounson, Secretary. 


EASTLAKE INVESTMENT CoRP., 
Eastlake Weir, Fla., February 12, 1958. 
H. R. 8332, A bill to amend the Government Corporation Control Act, as amended 
Congressman D. R. MATTHEWS, 
House Office Building, Washington, D. C. 

HonorABLE Str: Information has recently come to me that the Subcommittee 
on Executive and Legislative Reorganization plans to begin hearings February 18 
on the above bill, which was carried over from the past session of Congress. 

The bill, if enacted into law, will adversely effect the farm credit system in the 
three following ways: 

1. It would, in effect, repeal sections 201 (a) and 202 (a) of the Farm Credit 
Act of 1956, which exempt the Federal intermediate credit banks from the budget 
provisions of the Government Corporation Control Act, effective January 1, 1959. 

2. It would, for the first time, make the budget provisions of the act applicable 
to the banks for cooperatives. (The proposed budget provisions would require 
the banks to submit budget programs and to have the amount of their funds 
which may be spent for administrative expenses authorized by Congress each 
year, even though the bank had already repaid the Government in full all of the 
capital the Government had advanced it.) 

3. It would extend the Secretary of the Treasury’s control over bonds, notes, 
debentures, etc., issued by Government corporations to include the obligations 
issued by banks for cooperatives and the Federal intermediate credit banks. This 
authority now rests with the Governor of the farm credit system, subject only 
to consultation with the Secretary of the Treasury. 

You were our main wheelhorse in getting the Farm Credit Act of 1956 passed 
as it now stands. You doubtless recall that at that time the Bureau of the 
Budget made strenuous efforts to have the bill changed then so as to include the 
things H. R. 83532 seeks to inject into this law. It is evident they are attempting 
now to put in the law those things which were denied them then after thorough 
hearings. 

So, once more, we of farm credit come to you, asking that you use your 
full influence and power in the Congress to defeat the attempt to change the Farm 
Credit Act from its present form. 

With cordial good wishes I am, 

Sincerely yours, 
Howarp V. LEE. 


Mr. McInrire. Mr. Chairman, and members of the committee, I 
have a short statement here which with your permission I would like 
to read, as it covers some pertinent points, and there may be 1 or 2 other 
points which I would like to make in addition. 

Mr. Chairman, I appear before this committee to urge that we must 
not break faith with 480,000 production credit association stockholders 
and a great number of farmers who own and control the more than 
2,000 cooperatives that use the services of the central bank for coop- 
eratives. 

I appear, too, for the purpose of reminding this committee of action 
taken by the House Committee of Agricultwre, of which I am proud 
to be a member, on May 14, 1956, it favorably reported out H. R. 10285, 
a bill providing for increased borrower participation in the manage- 
ment and control of the banks for cooperatives and intermediate credit 
banks, and to remind this committee that, on May 31, 1956, the House 
of Representatives overwhelmingly endorsed this concept of a farmer- 
owned credit system by an impressive vote of 246 years to 4 nays. 
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Mr. Chairman, the Farm Credit Act of 1956 was not a spontaneous 
development. It was, in fact, in company with the act of 1955—an 
implementation of the policy implicit in the Farm Credit Act of 1953, 
an act designed to increase farmer participation in the ownership and 
control of the banks and associations comprising the farm credit 
system. 

In short, the Farm Credit Act of 1956 performed as a legal sub- 
stantiation of a conviction long entertained by both political parties 
and by many Congresses. 

President Eisenhower stated, in signing the Farm Credit Act of 
1953: 


It gives me great pleasure to approve the Farm Credit Act of 1953, H. R. 4353. 

The farm credit system has a splendid record of service to the American farmer. 
A part of the credit for that service goes to the farmer participation in the 
membership of the district boards. The extent of that participation on the 
district boards is also increased by the Farm Credit Act of 1953. 

Mr. Chairman, H. R. 8332 will affect the farm credit banks in three 
major respects : 

(1) It would, in effect, repeal sections 201 (a) and 202 (a) of the 
Farm Credit Act of 1956 which exempt the Federal intermediate 
credit banks from the budget provisions of the Government Corpora- 
tion Control Act, effective January 1, 1959; 

(2) It would for the first time make the budget provisions of the 
latter act applicable to the banks for cooperatives ; 

(The proposed budget provisions would require the banks subject 
thereto to submit budget programs and to have the amount of their 
funds which may be spent for administrative expenses authorized by 
Congress each year so long as the banks are eligible for Government 
subscriptions to their capital stock and notwithstanding a bank actu- 
ally has returned all of its Government capital.) 

(3) It would extend the Secretary of the Treasury’s control over 
bonds, notes, debentures, et cetera, issued by Government corporations 
to include obligations issued by the banks for cooperatives and the 
Federal intermediate credit banks, authority as to which now rests 
with the Governor of the Farm Credit Administration, subject only 
to consultation with the Treasury Secretary. 

Mr. Chairman, and members of the committee, I object to the budget 
control of the Federal intermediate credit bank and the bank for co- 
operatives. 

May I cite six reasons for my objection ? 

(1) The Congress clearly stated in the Farm Credit Act of 1953 
that farmer-members of the cooperative farm credit system should 
have less, rather than more, Federal supervision and control. 

(2) In their march toward the objective of a completely farmer- 
owner cooperative credit system, the member-users have considered 
freedom of the land banks and the banks for cooperatives from direct 
Budget Bureau control as symbolizing an achievement in member con- 
trol. The production credit associations never doubted that the inter- 
mediate credit banks would enjoy the same freedom under the purchase 
plan now in effect. 

(3) Farmers who supported the Farm Credit Acts of 1955 and 1956 
did so with the understanding that they would have greater partici- 
pation in the management of the banks. 
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(4) The record of the Farm Credit Administration in supervising 
the corporations comprising the farm credit system refutes the con- 
tention that the system has need for another layer of Federal control. 

(5) On the basis of previous experience with the Budget Bureau, 
there is justifiable concern that funds to meet basic needs of the 
corporations involved will not be allowed. 

(6) The farm credit banks utilize their own corporate funds for 
administrative expenses. There is no appropriation of money from 
the United States Treasury. 

I would like to say that I do have some knowledge of this unique 
farm credit system, for I have worked in it and with some of the great 
number of farmers who have come to rely on it with their hearts, their 
hopes, and their money. 

he legislation before this committee is designed to cast aside a 
principle “cherished by farmers and honored by Congress after Con- 
gress for over 40 years—the principle that farm people should be 
encouraged and enabled to run and control a system of credit consid- 
ered best adapted to their needs. 

This principle of farmer ownership and control of the farm credit 
system has roots that sink deeply into the soil of time, and any ap- 
proval of this legislation would mean, in effect, that we have built 
the farmer up for an awful letdown. 

This would be more than a breach of etiquette. It would be a breach 
of faith. 

Mr. Chairman, I heartily recommend that this committee refrain 
from giving its approval to H. R. 8332. 

Mr. Chairman and members of this committee, T am deeply ap- 
preciative for having been afforded this opportunity to present my 
testimony before this committee. 

I might say that to me, Mr. Chairman, the crux of the issue in this 
legislation is that the operations of these vehicles within the farm 
credit system which are covered by this act shall be subject to the 
control of the Budget Bureau, and that, after having worked with 
the system, after havi ing worked on the legislation reported by the 
Committee on Agric culture of the House in the act of 1953, the act of 
1955, and the act of 1956, it seems to me to be inconsistent with what 
has been the objective and the policy laid down by the Congress ever 
since this system was brought into being. 

I appreciate there are many details involved in this legislation, 
but that basic principle seems to me to be the one overriding considera- 
tion which this committee has to resolve in relation to this legislation. 

I would point out that it has been stated here that farmers in the 
production credit system and in the system of the bank for cooperatives 
do not put up risk ¢ apital. That in my analysis of the system is not 
consistent with what is going on, because I know from personal knowl- 
edge that farmers either individually or in their production credit 
associations are making investments over and above the required 
subscription of capital to the capital structure, and that, in a sense, is 

capital investment. 

And certainly through the cooperatives there is capital subscriptions 
going into that system over and above the amount which is required by 
virtue of use of those banks of cooperatives, the lending which they do 
to the separate cooperatives. 
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The issue to me boils down to this: There is no legislation reported 
and passed by the Congress, reported by the Committee of Agricul- 
ture or passed by the Congress, that removes the audit review, but the 
issue resolves itself around budget control. And in that the im- 
plication is, in my opinion as a farmer, that the control goes from 
the farmers who have had as their objective to own this system and 
repay the Government capital, it removes the final control of their 
work and the management of their organizations from their hands 
over into the hands of the Bureau of the Budget. 

And that is a principle which I individually do not want to see 
compromised in any way, in has been a principle for so many years 
within this system. 

I would point out that the reference has been made that very little 
has been paid in toward the ownership of the Federal intermediate 
credit banks. Well, that is perfectly understandable when one rea- 
lizes that the Federal intermediate credit banks were brought into 
being by law, if I remember correctly, about 1920 or 1922, and until 
the act of 1956 there was absolutely no provision whereby the owner- 
ship of that corporation could be transferred to farmers, and it has 
been only about a year ago that the production credit associations 
members have had any opportunity whatever to repay the Government 
the capital which is in the Federal intermediate credit banks. 

I think much progress has been made both with the banks for co- 
operatives and with the Federal intermediate credit banks toward a 
liquidation of the Government capital. And the recommendations in 
this legislation would do harm to the objective which is a part of the 
total program of farm ownership of the farm credit system. 

Thank you very kindly, Mr. Chairman, and members of the 
committee. 

The Cuatrman. You heard Mr. Finan representing the views of the 
Bureau of the Budget. 

Mr. McIntirze. Yes, sir. 

The CuHarrmMan. Have you any questions to ask Mr. Finan, any 
questions on the testimony brought out here ? 

Mr. McIntire. Well, the point that I made was directed to the ob- 
servation which I think was made: That this investment is not being 
retired by investment of risk capital on the part of farmers; that is 
not consistent with my understanding of the program made available 
to the liquidation of Government capital in the FICB, or that of the 
banks for cooperatives. 

The Cuatrman. Mr. Fascell, any questions ? 

Mr. Fascetx. Yes, I just have this one question. 

Did I understand in earlier testimony that both of these institutions 
have the authority in their charters to borrow from the Treasury ? 

Mr. SzripMAn. No; they do not. 

Mr, Fascexy. Neither one of them ? 

Mr. SemMan. Neither one of thme. 

Mr. Mascetzi. Then what is the criteria by which they would come 
under this act ? 

Mr. Semman. First of all, they have had their capital stock, that 
has been made available by the Government, interest fre. And that 
amounts—I think the figure is in the testimony. 

Mr. Fasceii. And the theory is that until that is completely retired 
it ought to be subject to budget review ? 
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Mr. Serpman. And furthermore, instead of borrowing, you have a 
device here where you maintain two revolving funds, in fact, the 
money from stock retirement goes into these revolving funds and is 
held for future subscriptions for Government capital in these insti- 
tutions. 

In fact, these revolving funds and the authority to put in additional 
Government capital in part represents a kind of guaranty for their 
debenture issue, it is something that is taken into consideration by the 
institutions which buy their debentures which are not guaranteed by 
the Government. 

The Cuarrman. What year did you say that came into being ? 

Mr. McInrier. The Federal intermediate credit bank came into 
being in 1923, and I would like the record corrected on that point. 

There is a point here which I think has been mentioned but it should 
be reemphasized, particularly to what I feel is a direct contravention 
of the objective of owner ship, which has been spelled out so many, 
many times in the legislation relative to the farm credit system. And 
that is, if I understand this legislation correctly—and TI stand to be 
corrected if I am wrong—that under this legislation that the budget 
control of the Federal intermediate credit banks and the banks for 
cooperatives would continue as long as there was within the legislation 
an opportunity for the Government to resubscribe into the capital 
structure of these organizations. 

Mr. SeipMan. That is correct. 

Mr. McIntire. Now, that, of course, is forever. Because one of the 
strengths of this system is that in times of need the legislation does 
provide for resubscribing into the capital structure. 

Mr. Fascetn. Which legislation ? 

Mr. McIntire. Existing legislation, existing farm credit legislation. 

Mr. Fascetn. Specifically, the 1956 act? 

Mr. McIntire. No; in the original acts. 

Mr. SemMaN. It is in the 1956 act, and the earlier one in 1955 on the 
banks for cooperatives. However, in the case of the Federal land 
banks, may I point out that this authority was repealed, there is no 
longer a revolving fund available for Government subser iption to cap- 
ital stock in the land banks. 

Mr. McIntire. That, I understand, is right. And under this system 
proposed by this legislation, a distinction is being made as between 
the right of farmers to own the Federal land bank system and the 
right of farmers to own the production credit—the Federal interme- 
diate c redit bank and the banks for cooperatives. And that distinction 
rests primarily on the point of resubscribing of capital. 

And I am sure that no one could contradict, if I understand this 
correctly, this statement: That this does not present to farmers any 
opportunity to fully own and control these elements of this system. 
because the law itself provides for a resubscription of capital. And 
that is not being—there is no amendment to strike that out, and I am 

certainly not in accord that any amendment be made available to 
strike it out, because that is a very inherent part of ie system for 
meeting any emergencies of need for capital in these systems. 

Now, if this legislation does not propose that the budget controls 
shall be dropped ‘when the investment of Government in here is re- 
moved, it says that as long as there is a contingent requirement for 
investment, that it shall remain under budget control. And that is 
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in complete violation of the principle which has been laid down so 
many, many times in the development of this system, and the under- 
standing of thousands of farmers who have invested in this system 
over and above the requirements which are a part of the borrowing 
by subscribing to the capital stock. 

The Cuarmman. Mr. Henderson, did you have any questions to 
ask ¢ 

Mr. Henperson. Our schedule is so crowded. I had a number of 
questions for Mr. Finan, but he will probably be available either later 
today or at some other time. 

Mr. Finan. Surely. 

Mr. Henperson. You have noticed the number of amendments that 
have been suggested by other Government agencies. Would you pre- 
pare us a memorandum of your views on these recommendations / 

Mr. Finan. I will do that. 

Mr. McIntire. May I make one observation? I was a member 
of the committee on agriculture considering the Farm Credit Act of 
1956 when there were 2 bills before the committee. One bill in- 
corporated the provisions that the Bureau of the Budget requested ; 
the other bill did not incorporate those same provisions. Both bills 
were carefully considered by the committee, and it was the decision 
of the committee, after thorough study, that the provisions of the 
Bureau of the Budget were not consistent with the objectives of the 
farm people in their ownership of this farm credit system, and it was 
the considered decision of the committee not to incorporate in that 
legislation the suggestions of the Bureau of the Budget. 

And that was acted upon by the Congress and approved. The 
bill was approved by the Congress and signed by the President. 

The Cuatrman. It is now after 12, but we have with us former 
Congressman Jerry Voorhis, who has come here at a great sacrifice, 
and if he cannot come back here this afternoon, we would be glad 
to hear him now. 

Mr. Finan, we are very grateful to you. As usual, you have per- 
formed with your usual aplomb and success. I do not know whether 
you have won today, but you have given us a great contribution, and 
we thank you very much. 

Mr. Frnan. Thank you very much, Mr. Chairman. 

The Cuairman. Mr. Voorhis. 

Mr. Vooruis. If it would suit the committee’s pleasure better, I 
would be very glad to come back this afternoon. If I could be on 
earlier, I would be very much obliged. 

The Cuarrman. Then we will adjourn until 2 o’clock, and Mr. 
Voorhis will be the first witness. 

(Whereupon, at 12:10 p. m., the subcommittee recessed until 
2 p. m.) 


AFTERNOON SESSION 


The CHarrman. Congressman Hoffman has arrived, making a 
quorum. 

Our first witness this afternoon will be former Congressman Jerry 
Voorhis. We are certainly happy indeed to have you with us, Con- 
gressman, and I remember with mae your former association with 
us all here. 
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Mr. Voornis. Thank you very much, Mr. Chairman. I remember 
those associations the same way. 

Mr. Horrman. The same goes for me, Jerry. 

Mr. Vooruts. Thank you very much. 


STATEMENT OF HON. JERRY VOORHIS, EXECUTIVE DIRECTOR, 
COOPERATIVE LEAGUE OF THE UNITED STATES OF AMERICA 


I never will have a happier experience, I think, than I did when 
I was here, and it was ended without my connivance. 

My name is Jerry Voorhis and I am executive director of the Coop- 
erative League of the United States of America. The league is a na- 
tional federation of consumer, supply, and service cooperatives, with 
membership of affiliated organizations at about 13 million families. 

This means cooperatives of practically all kinds, including farm sup- 
ply cooperatives. The National Association of Rural Electric Coop- 
eratives is one of members. Some mutual insurance companies are 
among our membership, and some of the consumer cooperatives are 
as well. 

The membership of our affiliated organizations would be around 12 
to 13 million families. 

About two-thirds of these people are either rural people or farm- 
ers, and our interest in this legislation is in the farm credit system 
and the effect that it would have on that farm credit system and some 
of its institutions. We believe that that effect would be a bad one, Mr. 
Chairman. Primarily, we believe it would reverse the healthy trend 
toward independence ‘of Government support and control which has 
been taking place in recent years, and naturally, as a cooperative 
organization, we want to see voluntary action by the people and we 
want to see as little dependence upon Government, either from the 
control point of view or from the point of view of Government help, as 
we can. 

Now, I’d like to depart from my statement just a little bit here and 
point out that the real issue before the committee goes far beyond 
any question of the Bureau of the Budget simply reviewing the figures 
or the administrative costs of these agencies. It goes to a question 
of controlled policy. As evidence of that, I would cite the fact that 
this morning m connection with the testimony , two of the main points 
that were made in advocacy of the bill were that under the audit by 
the General Accounting Office it was revealed that the intermediate 
credit banks had not raised interest rates on a certain occasion, and 
that this hadn’t been found out until a year later. Furthermore, that 
the banks for cooperatives had attempted by certain ways to prevent 
as much increase In their interest rates as might otherwise have taken 

ylace. I think it’s to be assumed that the Bureau of the Budget might 

lane objected to both these actions and if they had, it would have been 
definitely a matter of fixing policy for these institutions. Of course, 
I would think that with the situation in agriculture today it would 
have been a mistake to raise those interest rates. But that’s beside the 
point. 


The only point I want to make is that I think the question of control 
of policy is involved. 
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I'd also just like to observe that once when I was a Member of the 
House, I introduced a bill to set aside a week as Employ the Physi- 
cally Handicapped Week. It didn’t involve the expenditure of a 
dime and all it was was a declaration by the President, but this bill 
was declared to be contrary to the program of the President by the 
Bureau of the Budget. 

Now, I’m only bringing that up to show how far control by the 
Bureau of the Budget may go and I don’t believe that it’s accurate 
to describe the Bureau of the Budget as an arm of Congress. I think 
it’s an executive agency, and I think that if ever there is overconcen- 
tration of executive power in our Government, that is where it will lie. 

Mr. Horrman. Well, although the bill to which you refer involved 
the expenditure of no money at that particular time, perhaps the 
Bureau of the Budget thought it might lead to—— 

Mr. Vooruis. Might—they had a perfect right to be against my bill. 
Of course they did. Ali I’m bringing that up for is simply to show 
that the Bureau of the Budget is anxious to extend its influence as 
broadly as it can. 

Mr. Horrman. Do you know of any Government agency that doesn’t 
do that—that is’nt in favor of extending its policy ? 

Mr. Voornis. Maybe not 

Mr. Horrman. Big oaks from little acorns grow. 

Mr. Vooruis. That is true. 

Mr. Horrman. Of course, that doesn’t apply to committees of Con- 
gress, Mr. Chairman. 

The CuHarrMan. Certainly not. 

Mr. Vooruis. But I think that the control of policy with respect 
to these important agencies should remain with the Congress. That 
is the point I’m trying to make, and I think this bill would in effect 
take it away. 

Mr. Horrman. I think, Mr. Voorhis, it is a good point because if 
we don’t originate it, we are agin it ordinarily. 

Mr. Voornis. Yes. Now Id like to, in the next place, Mr. Chair- 
man, pursue just a step further one point that Congressman McIntire 
made. 

He pointed out that it wasn’t until the passage of the Farm Credit 
Acts of 1955 and 1956 that the borrowers from the production credit 
associations had the opportunity to repay the Government capital in 
the intermediate credit banks. I would only like to add that it was 
also not until those two acts were passed that the borrowers from the 
banks for cooperatives could retire government capital. That was 
the first time that a method of doing that was permitted. Prior to 
that time all borrowers from the banks had to purchase stock in the 
banks equal to 5 percent of their loans, but the practice was to repay 
that investment when the loan had been repaid. 

There was no way before the Farm Credit Acts of 1955 and 1956 
were passed that the borrowers from the banks for cooperatives could 
retire the government capital and replace it with their own, which 
they have been doing ever since in an orderly way. We expect that 
that will be accomplished before too long. 

H. R. 8332 would keep the intermediate credit banks under Gov- 
ernment budget control and bring the banks for the cooperatives for 
the first time under such control. They never have been under that 
control, even when it wasn’t possible for the borrowers to retire the 
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Government capital and the question arises as to why they should be 
brought under now. In answer to Congressman McIntire it was 
brought out more than once this morning that there is no reason even 
alleged for passing this bill on the grounds that there has been any 
lack of good administration in these ‘ agencies. Congressman McCor- 
mack made that point very strongly. 

Congressional policy expressed in the recent Farm Credit Acts 
is to dev elop and encourage increased farmer and borrower participa- 
tion in the management, “control, and ownership of the farm credit 
banks and the retirement of Government capital therein. Further- 
more, certain things should be brought to mind : 

(1) After full and complete hearings, the Congress concluded in 
the Government Corporation Control “Act that mixed Government 
corporations should be subject only to the audit provisions of that 
law and for such time as they had Government capital therein, but 
in no event. to be subject to the budget provisions thereof. The banks 
for cooperatives have always been ‘recognized as mixed corporations. 

(2) Likewise, after full and complete hearings, the Congress con- 
cluded in the Farm Credit Act of 1956 that the Federal intermediate 
eredit banks on January 1, 1959, should be exempt from the budget 
provisions of the Government Corporation Control Act. 

(3) The farm credit banks do not lend Government funds. 

(4) Their bonds and debentures are not guaranteed either as to 
principal or interest by the Government. 

(5) They are supervised, examined, and audited by the Farm 
Credit Administration, which Administration is, in our opinion, en- 
tirely competent, as the record will prove, to carry on these things. 

We therefore believe the bill would violate the principle of volun- 
tary cooperation for which we stand. 

The bill would, by indirection, repeal the basic provisions and still 
more would repeal the purposes of the Farm Credit Acts of 1955 and 
1956 which were supported by all cooperative organizations and by 
all important agr icultural organizations. 

For these reasons we urge the committee not to approve the bill. 

H. R. 8332 would for the first time bring the banks for cooperatives 
under control of the Bureau of the Budget and it would continue 
the intermediate credit banks under that control despite provisions 
of the Farm Credit Act. of 1956. 

The bill would also give the Secretary of the Treasury complete 
control over obligations issued by the banks for cooperatives and the 
intermediate credit banks, despite the fact that none of the farm 
credit banks lend Government funds, despite the further fact that 
none of their obligations are guaranteed in any respect by the Gov- 
ernment, despite the further fact that they are supervised, examined, 
and audited by the Farm Credit Administration, an entirely compe- 
tent executive agency. The bill would continue these controls by 
the Budget Bureau and the Treasury even when not a penny of Gov- 
ernment money remains in them. 

This on the theory that some Government money might sometime go 
back into one of the farm credit institutions. But it occurs to me 
that this is like a father who loaned his son some money to start a 


business and told his son he wanted him to pay him back when he got 


cn his two feet. So his son proceeded to pay it back. But then when 
he did so, his father said, “No, I’m not going to let you get on your own 
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feet after all, because someday you might ask me for another loan, and 
as long as there is some possibility that in the future you would ask 
me for another loan, I’m going to proceed to keep control over your 
business operations.” 

Doesn’t seem to me that this is really giving responsibility or trying 
to divest the Government of some of these functions which we are try- - 
ing to get into the hands of people themselves. 

Most serious of all, congressional policy would be reversed. That 
policy has been clear for a number of years. It has been a policy of 
encouraging all depression-born agencies which were originally sup- 
plied with some governmental capital—and for good and necessary 
reasons at the time, may I add—to repay that capital and replace it 
with their own. Congressional policy has been to encourage inde- 
pendence of government by all these agencies and the taking on by 
them in every respect of the character of true voluntary, independent 
cooperative institutions in which the borrowers own money would 
be used by the borrowers for their credit needs and in which complete 
responsibility would be taken by these borrower owners. 

And I’d only like to comment on the questions of the reserves. 
Those reserves have been accumulated—and it is perfectly true that 
they have been in both banks for cooperatives and in the intermediate 
credit banks wholly as the result of borrowers having paid a rate of 
interest that was over and beyond all costs. The reserves have been 
generated by the borrowings of the cooperatives and the farmers and 
that’s w hy they should remain in these institutions. 

The process is well advanced. Government capital is being retired, 
well ahead of schedule by the cooperative borrowers of the banks for 
cooperatives. The process is even further advanced in some other 
farm credit institutions. Effect of this bill would almost certainly 
be to retard and discourage this process. Even when every penny 
of Government money has been repaid, the Bureau of the Budget 
would still control the operations of these institutions and the Secre- 
tary of the Treasury would still control their security issues, despite 
the fact that no governmental guaranty is given with respect to them. 

This would be true as long as any of these institutions were 
eligible—in the event of some broad economic disaster—to have Con- 
gress authorize subscription by Government to their capital stock. 

This seems to us a very tenuous reason for keeping these cooperative 
institutions dependent upon and subject to intimate control by gov- 
ernmental agencies like the Bureau of the Budget. 

We would ask the committee to consider why under such circum- 
stances the farmers and their cooperatives whic th are at present bend- 
ing every effort to retire all Government capital and assume full 
responsibility should not say “What’s the use? The Government 
—— on controlling us anyway, whatever we do.” 

I don’t think they would say that, but they could, and I’m sure it 
would be a discouragement and setback and reversal of sound con- 
gressional policy. 

So we hope that H. R. 8332 will not be approved by this committee. 

Mr. Henperson. Just one question. 

Congressman Voorhis, if that provision of the bill were deleted, 
which provided for this budget control after the capital stock had 
been retired, would you be any more in favor of the bill? Would 
you feel any more kindly toward it? 
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Mr. Vooruis. Yes; naturally I would. But I still would feel that 
the bill would be a backward step, and one that would reverse the 
process of trying to get responsibility and ownership of these insti- 
tutions out of Government and into the hands of the people. 

I think it would be a backward step in two respects: First, that 
this bill brings the banks, the cooperatives, under this control for 
the first time in all their history. 

Why do it now? I mean for the first time they are beginning to 
pay off the Government. They think they are making progress in 
that direction, and all of a sudden they are put under much more 
intimate Government control than they have ever been under before. 
I think that would be a backward step. 

And I think it would be a backward step to repeal in effect the 
Farm Credit Acts of 1955 and 1956 as far as the intermediate banks 
are concerned, but I still would say “Yes,” in answer to your question. 

Mr. Henverson. Would you want to comment on the question that 
was raised this morning as to why the Congress, by the vehicle of 
the Farm Credit Act of 1956, removed the intermediate credit banks 
from the Corporation Control Act? 

Mr. Voornis. I think it was well explained by the witness from 
the Bureau of the Budget. I think that it is true that in effect the 
intermediate credit banks, a mixed corporation, whereas before all 
the capital had been from the Government, and now it was possible 
for some of the capital, the private capital from the Production 
Credit Associations, and that is in fact the case now, even though 
the fact as yet, the amount is not very great, but it will become greater 
all the time, and I think it was in recognition of the fact that they 
were becoming a mixed corporation at that point which they hadn’t 
been before, and I think that the philosophy behind that legislation, 
which, as Congressman McIntire pointed out, was passed by a very 
large majority, the philosophy behind it was a right philosophy. I 
think it was to encourage these institutions to put their own money 
in and, believe me, that money is at rest when it is in there. To put 
their own money in and to get in a position to paddle their own canoe 
and repay Uncle Sam the capital that he originally made available 
to them; and I think it was with a view to encourage that that the 
bill was passed. I think it’s as simple as that. 

The CHatrman. Thank you very much, Mr. Voorhis. I’m much 
obliged to you. 

Won’t you have a seat, gentlemen ? 


STATEMENT OF R. B. TOOTELL, GOVERNOR, FARM CREDIT ADMIN- 
ISTRATION; ACCOMPANIED BY C. H. MATTHEWS, CHAIRMAN, 
FEDERAL FARM CREDIT BOARD; AND JOHN C. BAGWELL, GEN- 
ERAL COUNSEL, FARM CREDIT CORPORATION 


Mr. Tooretit. Mr. Chairman, I am R. B. Tootell, Governor of the 
Farm Credit Administration. With me is Mr. Matthews, Chairman 
of the Federal Farm Credit Board, and our general counsel, Mr. 
John C. Bagwell. 

We appreciate this opportunity to appear before you and present the 
views of the Farm Credit Administration on H. R. 8332. Both Mr. 
Matthews, Chairman of the Federal Farm Credit Board, and I have 
prepared statements. My statement is concerned largely with back- 
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ground information to acquaint you with the organization and func- 
tioning of the Federal Farm Credit System. Mr. Matthews will then 


state the views of the Farm Credit Administration with respect to 
H. R. 8332 and the reasons therefor. 


COMPONENTS OF FEDERAL FARM CREDIT SYSTEM 


The Federal Farm Credit System is composed of the following: 

1. Farm Credit Administration —The Farm Credit Administration 
is an independent agency in the executive branch of the Government. 
The agency consists of the Federal Farm Credit Board, the Governor, 
and other officers, and employees. The Federal Board consists of 13 
members, 12 of whom are appointed by the President with the advice 
and consent of the Senate. The 13th member is designated by the 
Secretary of Agriculture as his representative on the Board. This 
is a part-time policy Board which meets regularly six times a year. 
The Governor, under the general supervision of the Federal Farm 
Credit Board, is responsible for the execution of the laws creating the 
powers, functions, and duties of the Farm Credit. Administration. 
The Farm Credit Administration supervises, examines, and coordi- 
nates the activities of the banks and associations of the System but 
makes no loans of any kind. The loans to farmers and their co- 
operatives are made by the supervised banks and associations as 
explained below. 

2. Federal land banks and national farm loan associations—The 
Federal Land Bank System, established under the Federal Farm Loan 
Act of 1916, consists of 12 land banks and about 950 local national 
farm loan associations. The Federal land banks provide farmers and 
ranchers with long-term loans on farm real estate. The loans are 
made through the local farm loan associations for periods up to 40 
years and must be secured by first mortgages on farms or ranches. 

The national farm loan associations are farmer-owned, cooperative 
organizations chartered under the Federal Farm Loan Act of 1916 
and supervised by the Farm Credit Administration. Each association 
serves a territory assigned to it. Each borrower from a Federal land 
bank is required to become a member of the association through which 
the loan is made. The borrower subscribes to capital stock of the 
association in an amount equal to 5 percent of the loan and the as- 
sociation is required to purchase an equal amount of stock in the land 
bank which makes the loan. Farmer members own all of the capital 
stock of each of the approximately 950 national farm loan associations 
and the associations, in turn, own all of the capital stock of the land 
banks. 

3. Federal intermediate credit banks and production credit associa- 
tions—There are 12 Federal intermediate credit banks which were 
established under the Agricultural Credits Act of 1923. These banks 
discount paper for and make loans to 497 production credit associa- 
tions and qualified State-chartered, privately capitalized credit agen- 
cies which make agricultural loans to farmers and ranchers. The 
banks make no direct loans to farmers. Ninety percent of the stock 
of these banks is now owned by the Federal Government and 10 per- 
cent is owned by the production credit associations. These associations 
are also required by law to purchase an additional 5 percent of such 
stock by January 1, 1959. Thereafter the Government owned stock of 
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the credit banks is to be retired from earnings over a period of years, 
after which the production credit associations will be the sole owners 
of the banks. 

The production credit associations are cooperative organizations 
chartered under the Farm Credit Act of 1933 and supervised by the 
Farm Credit Administration. These associations make short and 
intermediate term loans to farmers and ranchers for all types of farm 
and ranch operations. A typical association serves 5 or 6 counties. 
Each borrower from a production credit association is required to own 
voting (class B) stock in an amount equal to 5 a of his loan. 
The associations also issue nonvoting investment stock (class A) which 
ray be owned by the Gov ernment or any investor. At the present 
time, all but 43 of the 497 production credit associations are wholly 
farmer-owned and most of these 43 associations have only a relatively 
small amount of Government capital in them. At the outset the Gov- 
ernment furnished practically all of the capital for the associations, 
totaling $90 million. Only about $2 million of this is now outstanding. 

4. Banks for cooperatives——The banks for cooperatives were char- 
tered under the Farm Credit Act of 1933. There are 12 district banks 
for cooperatives and a Central Bank for Cooperatives located in Wash- 
ington. These banks make no loans to individual farmers. Their loans 
are made to farmers’ marketing, purchasing, and service cooperatives 
organized under State corporation statutes. Each cooperative borrow- 
ing from a bank for cooperatives is required to purchase stock in the 
bank equal to a specified percentage of the interest payments on the 
loan. Funds from this source and the earnings of the banks are to be 
used to retire the Government capital in these banks over a reasonable 
period of time. Thereafter, the banks will be completely owned by 
the farmers’ cooperatives which borrow from them. As of now, the 
Government owns 85 percent of the capital stock of these banks and 
borrowing cooperatives own 15 percent of such stock. 


DISTRICT ORGANIZATIONS 


The United States is divided into 12 farm credit districts and there 
is In each district a Federal land bank, a Federal intermediate credit 
bank, and a bank for cooperatives. In order to coordinate the opera- 
tions of the banks in each district, there is a district farm credit board, 
the members of which are ex officio directors of each of the banks. Of 
the 7 members of the district farm credit board, 2 are elected by 
the national farm loan associations of the district, 2 by the produc- 
tion credit associations of the district, 1 by borrowers holding voting 
stock in the bank for cooperatives of the district, and 2 are appointed 
by the Governor of the Farm Credit Administration. When their 
stock ownership in a district bank for cooperatives reaches a certain 
point, the borrowers from such a bank will elect 2 members to the 
district farm credit board and the Governor will appoint only 1 
member to that board. 

CAPITALIZATION 


The original capital for each of the banks and associations of the 
farm credit system was supplied by the Federal Government either 
in whole or in major part, except for the national farm loan associa- 
tion which have never had any Governmental capital in them. 
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1. Federal land banks.—The original capital of each Federal land 
bank was $750,000. Although the capital stock was open to subscrip- 
tion by the public as well as by the Federal Government, originally 
only $107,870 of stock was subscribed by persons other than the 
Government. Consequently, the initial subscription of the Govern- 
ment to stock of the 12 banks amounted to $8,892,130. As soon as the 
land banks opened for business, each national farm loan association 
was also required to subscribe to stock in the bank of the dis- 
trict in the amount of 5 percent of loans made to members of the 
association. 

When subscriptions of the national farm loan associations of a 
district to the stock of the land bank amounted to $750,000, the bank 
was required to retire the Government-held stock to the extent of 25 
percent of any additional subscriptions by the national farm loan 
associations. In this w ay, there was an automatic retirement of the 
initial Government capital until 1932 the Government stock held in 
all 12 banks had been reduced to approximately $150,000. 

In 1932, in view of the generally depressed condition of agricul- 
ture and the inability of the banks to sell their securities on the open 
market, $125 million was made available for subscriptions by the 
Government to capital stock in the Federal land banks. The pro- 
visions for automatic retirement of stock held by the Government ap- 
plied to the $125 million of new stock purchases as well as to the 
original stock. Subsequently, by a series of enactments commencing 
in 193 33, a total of approximately $189 million was also subscribed 
by the Government to the paid-in surplus of the banks in order to 
assist them in granting extensions and deferments of payments on 
mortgage loans. By 1947, all of the capital stock and paid-in sur- 
plus of the banks subscribed by the Government had been repaid. 
The Federal land banks since then have been wholly owned by the 
national farm loan associations which, 1 in turn, are wholly owned by 
their member borrowers. There is now no provision of law which 
authorizes the Government to invest in the capital stock of the Federal 
land banks. 

2. Federal intermediate credit banks.—The Federal intermediate 
credit banks were established with an initial authorized capital of 
$5 million each, all of which was subscribed by the Federal Govern- 
ment. Additional capital for the banks was provided by an act of 
Congress, approved January 31, 1934. That act made available to 
the Farm Credit Administration a revolving fund of $40 million 
and authorized the Governor, with the approval of the Secretary 
of the Treasury, to subscribe for and pay in such additional capital 
and paid-in surplus as he deemed necessary to enable the banks to 
meet the needs of their eligible borrowers. At the close of business 
December 31, 1956, when the credit banks began operating under 
the Farm Credit Act of 1956, the banks had a total paid-in capital 
of $60 million, all of which was provided by the Federal Govern- 
ment. Up to that time the law had never provided for stock owner- 
ship in the banks except by the United States. 

The Farm Credit Ket of 1956, which became effective January 1, 
1957, merged the production credit corporation in the Federal inter- 
mediate credit bank in each farm credit district and provided for 
retirement of the Government capital in these banks through the 
purchase of capital stock by the production credit associations and 
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by distribution of earnings as patronage refunds in the form of cap- 
ital stock. The production credit corporations were wholly owned 
Government corporations chartered under the Farm Credit Act of 
1933 to organize, capitalize, and supervise the production credit cor- 
porations. Under the 1956 act, the assets of the production credit 
corporations were transferred to the intermediate credit banks, which 
also assumed responsibility for supervision of the production credit 
associations. 

The Farm Credit Act of 1956 provided a comprehensive plan for 
the retirement of Government capital in the intermediate credit banks 
over a reasonable period of years. The Government capital in the 
banks is to be retired as private capital is built up. This is to be 
done in two ways: First, the production credit associations are 
required to purchase and pay for 15 percent of the capital stock of 
the banks by January 1, 1959, and secondly, the net earnings of the 
banks are to be distributed each year as patronage refunds in the 
form of capital stock. Each bank is then required to retire annually 
a& minimum amount of Government-owned stock equal to the amount 
of stock issued that year to the production credit associations, except 
that such retirement is not mandatory when the net worth of a bank 
is one-sixth or less of its peak indebtedness. 

During the first 6 ae = of operation under the Farm Credit 
Act of 1956 (January 1—June 30, 1957), the Federal intermediate 
credit banks retired $4.5 million of the $87.4 million ($60 million 
bank capital plus $27.4 million transferred from the production 
credit corporations) of Government-owned capital stock in the banks. 
Funds for such stock retirement came from the 5 percent stock pur- 
chase by the production credit associations and a small amount from 
earnings of the banks. Similar stock retirements will be made for 
the fiscal years ending June 30, 1958, and June 30, 1959, from funds 
representing 2 additional stock purchases of 5 percent each, plus 
whatever amount may be available for that purpose from earnings 
of the banks. 

The Farm Credit Act of 1956 increased from $40 million to $70 
million the revolving fund in the Treasury available for investment 
in capital stock of the credit banks if the need therefor should arise. 
There is in this fund now $40 million which will be increased to $70 
million as the last $30 million of Government capital in the banks is 
retired. The proceeds from the retirement of all but the last $30 
million of Government capital in the banks will be paid into miscel- 
Janeous receipts of the Treasury. 

The Federal intermediate credit banks are required to pay a fran- 
chise tax to the Treasury as long as they have Government capital in 
them. The tax is 25 percent of net earnings, after certain required 
deductions are made, but not to exceed a rate of return on the Gov- 
ernment’s investment in the banks equal to the average rate of interest 
paid on borrowings by the Treasury. The banks have paid almost 
$10 million in franchise taxes to the Treasury since they were organ- 
ized in 1923. 

3. Banks for cooperatives.—The banks for cooperatives were capi- 
talized by the Government out of the balance of the revolving fund 
from which the old Federal Farm Board made loans under the Agri- 
cultural Marketing Act of 1929. The original amount of capital 
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subscribed by the Government was $110 million. As the business of 
the banks increased, it was found advisable to increase the amount of 
stock subscribed by the United States and this amount reached a 

yeak of $178.5 million 3 in 1945. Prior to January 1, 1956, when the 
Tern Credit Act of 1955 became effective, borrowers from the banks 
were required to purchase stock of the banks in an amount equal to 
approximately 5 percent of the loan (1 percent for commodity loans), 
but this stock was subject to cancellation upon repayment of the 
loan. On January 1, 1956, the effective date of the 1955 act, the 
amount of Government-owned stock in the banks was $150 million 
and the amount of borrower-owned stock was $20.6 million. 

The Farm Credit Act of 1955 provided a comprehensive plan for 
the gradual retirement over a period of years of the Government- 
owned capital stock of the banks for cooperatives. Borrowers from 
the banks are now required regularly to invest in stock of the banks 
in amounts ranging from 15 to 25 percent of the amount of interest 
payments on their loans. Net earnings of the banks are also required 
to be distributed as patronage refunds i in the form of capital stock. 
The banks are required to retire a minimum amount of Government- 
owned stock each year equal to the amount of stock issued to borrowers 
for the year, with minor exceptions. Thus, as private capital is built 
up, the Government capital will all be retired and eventually the 
banks will be owned entirely by their borrowers. 

By June 30, 1957, the banks for cooperatives had reduced the 
amount of Government-owned stock in all 13 banks from $150 million 
to about $141.7 million. The amount of borrower-owned stock in the 
banks on that date was $25.3 million. On June 30, 1957, borrowers 
owned about 15 percent of the capital stock of the banks and the 
Government owned about 85 percent of such stock. 

Funds from the retirement of Government-owned stock in the banks 
for cooperatives are paid into a revolving fund in the Treasury and 
are available for reinvestment in the stock of the banks if the need 
therefor should arise. The total authorized revolving fund for the 
banks for cooperatives is about $186 million, consisting of $141.6 
million now invested in capital stock of the banks and the remainder 
in cash in the Treasury. 

The banks for cooperative are required to pay a franchise tax to 
the Treasury as long as they have Government capital in them. As 
in the case of the Federal intermediate credit banks, the tax is 25 
percent of net earnings, after certain deductions are ‘made, but not 
to exceed a rate of return on the Government’s investment in the banks 
equal to the average rate of interest paid on borrowings by the 
Treasury. The banks paid $5.3 million in franchise taxes to the 
Treasury since the tax was first imposed by the Farm Credit Act of 
1953. 

LENDING OPERATIONS AND SOURCE OF LOAN FUNDS 


During the year ended December 31, 1957, the farm credit banks 
and associations extended credit to farmers and their cooperatives 
totaling $2.8 billion. On December 31, 1957, the system had $3.: 
billion in loans outstanding, nearly half of which consisted of long- 
term farm mortgage loans made by the land banks. 
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The loans funds of the farm credit banks and associations are ob- 
tained largely from the sale of bonds and debentures to the investing 
public, supplemented by direct borrowings from commercial banks. 
These bonds and debentures are secured by loans made by the issuing 
banks and are the joint obligations of the banks issuing them. They 
are not Government obligations in any sense of the word and are not 
guaranteed as to either principal or interest by the Federal Govern- 
ment. During the fiscal year ended June 30, 1957, farm credit banks 
sold $2,111 million of their securities. 


PRESENT FINANCIAL STRENGTH 


The banks and associations of the farm credit system were estab- 
lished to provide agriculture with a dependable source of credit on 
a sound basis at reasonable rates of interest. These institutions have 
made great strides in developing financial strength to enable them to 
fulfill their objective with a minimum of Government assistance. As 
indicated, the Federal land bank system has already attained complete 
private ownership and is now in a financial position strong enough to 
enable it to meet, under normal conditions, from its own resources, 
farmers’ needs for sound, long-term mortgage credit. The land banks 
had a combined net worth on June : 30, 1957, of $376 million, consisting 
of $109 million of capital stock and $267 million of reserves and 
surplus. The national farm loan associations, through which the 
land bank loans are made, had a combined net worth on June 30, 
1957, of $182 million, consisting of $109 million of capital stock and 
$73 million of reserves and surplus. 

The other banks and associations of the system are also developing 
greater financial strength each year. The Federal intermediate 
credit banks had a net worth on June 30, 1957, of $150.7 million, con- 
sisting of $87.5 million of capital stock and $63.2 million of reserves 
and surplus. The production credit associations, which obtain their 
loanable funds from the intermediate credit banks, had a combined 
net worth on June 30, 1957, of almost $211 million, consisting of ap- 
proximately $108 million of capital stock and about $103 million of 
accumulated earnings. 

And I might say, Mr. Chairman, that approximately a third of 
that $108 million of ¢ apital stock was subscriptions over and above 
what the members of the production credit association were required 
by law to subscribe in order to support their loans. 

The banks for cooperatives had a net worth on June 30, 1957, of 
$258 million, consisting of $167 million of capital stock, $88 million 
of reserved surplus, and $3 million of surplus allocated to patrons. 
Thus, the farm credit system as a whole had a combined net worth 
on June 30, 1957, of well over $1 billion, about 20 percent of which 
was Government capital. 


OBJECTIVES UNDER RECENT LEGISLATION 


The Federal Farm Loan Act provided for the retirement of all 
Government capital in the Federal land banks with funds obtained 
from the purchase of stock by borrowers. As stated, the last of the 
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Government capital in the land banks was retired in 1947, and they 
have been completely farmer owned since that time. The Hoover 
Commission, in its report to the Congress in March 1955 on lending 
agencies, had this to say about the Federal land banks (p. 51). 
quote: 

We have no recommendations to make concerning these institutions. But we 
take this opportunity to commend the high ability, integrity, and service which 


they have shown over 39 years, and the example they provide to effective 
mutualization. 


End of quotation. 


The Farm Credit Act of 1953 declared it to be the policy and 
objective of the Congress to increase borrower participation in the 
ownership of the farm credit system to the end that the investment 
of the Government capital in the Federal intermediate credit banks, 
the production credit corporations (since merged with the interme- 
diate credit banks), and the banks for cooperatives may be retired. 
The objective was to have these banks eventually owned by their users 
as was already the case with the land banks. The Federal Farm 
Credit Board was directed to make recommendations to the Congress 
within 1 year after enactment of the 1953 act as to means for accom- 

lishing that objective. The recommendations made by the Federal 
Board formed the basis for the Farm Credit Acts of 1955 and 1956. 

The Farm Credit Act of 1955 provided for gradual retirement of 
the Government capital in the banks for cooperatives through regular 
stock purchases by borrowing cooperatives and by the distribution of 
annual net savings as patronage refunds in the form of capital stock. 
The Farm Credit Act of 1956 merged the production credit corpora- 
tion in the Federal intermediate credit bank in each district and pro- 
vided for the retirement of the Government capital in such banks 
through the purchase of stock by the production credit associations 
and by distribution of the net earnings as patronage refunds in the 
form of capital stock. These banks are now making good progress 
toward the goal of private ownership. It will, of course, take a num- 
ber of years to accomplish that objective but they, like the land banks, 
will eventually be wholly user-owned. I might add that this pro- 
gram for retirement of Government capital is consistent with the rec- 
ommendations as to these banks made by the Hoover Commission in 
its report to the Congress in March 1955 on lending agencies (pp. 
53, 56). 

Another major objective of the Farm Credit Act of 1953 was to in- 
crease borrower participation in the management and control of the 
banks and associations operating under the supervision of the Farm 
Credit Administration. The 1953 act itself did much to accomplish 
this objective. For the first time, farmer users of the system were 
authorized to elect a majority of the members of the district farm 
credit board, who also serve ex officio as directors of the three dis- 
tricts banks. As indicated earlier, the local voting groups now elect 
5 of the 7 members of the district board and, when the borrowers from 
the banks for cooperatives own a sufficient percentage of the stock of 
these banks, six members of the district board will be elected by 
farmer users and one will be appointed by the Governor of the Farm 
Credit Administration. The 1953 act also authorized the three voting 
groups in each district to elect nominees which the President must 
consider in making appointments to the Federal Farm Credit Board. 
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The same act authorized and directed the Farm Credit Administra- 
tion to delegate to the district banks certain of its powers and author- 
ity over the local farm loan and production credit associations to the 
extent determined to be in the interest of effective administration. 

And I might add right at this point, these delegations, Mr. Chair- 
man, have been very substantial. ‘The personnel of the Farm Credit 
Administration, which even 4 years ago, when this act of 1953 became 
effective was a ‘relatively small organization, its personnel has been 
reduced by pretty nearly one-third. I cite this as evidence of a Fed- 
eral agency which has shown a definite intent to decentralize, to 
streamline, and to economize as much as possible in its operations. 

The Farm Credit Acts of 1955 and 1956 further implemented the 
policy and objectives of the 1953 act to retire Government capital and 
prov ide a minimum degree-— 

The Cuarmman. You mean maximum. You said minimum. 

Mr. Tooretn. I stand corrected, thank you. 

The Cuatrman. There is a difference. 

Mr. Toorei.. Indeed there is. 

And provide a maximum degree of local management and control 
consistent with a sound credit program for agriculture. 


CONTINUING RESPONSIBILITY OF THE FARM CREDIT ADMINISTRATION 


I should like to emphasize that the progress under legislation en- 
acted during the last 5 years has been ms e without diminishing the 
authority or responsibility of the Farm Credit Administration to 
supervise the banks and associations of the system. Our authority 
and responsibility in this respect extends to every area of operation 
of this nationwide cooperative system. The Farm Credit Adminis- 
tration is now, and will continue, supervising the system to the extent 
deemed necessary to provide agriculture with a sound, dependable, 
and effective source of credit. Our responsibility in this respect is a 
constant and continuing one and will not change with any change in 
ownership of the banks and associations. The general aim of such 
supervision is to assure that the farm credit institutions operate with- 
in the applicable statutory provisions on a sound basis and that they 
continually make available to farmers and their cooperatives the full 
credit service which the Congress intended. We believe that existing 
legislation also adequately safeguards the Government’s financial in- 
terest in the farm credit system. 

Mr. Chairman, that concludes my formal statement. 

[ would like to make a few informal remarks. 

The CHarrman. All right, I take it then that you do not wish to 
become a part of this H. R. 8332. 

Mr. Toorett. Mr. Matthews, who is Chairman of the Federal Farm 
Credit Board, the policymaking arm of the Farm Credit Administra- 
tion, in his testimony will follow and state specifically the position of 
the Board and of the entire Farm Credit Administration with respect 
to that. 

I should like to point out for this committee, the reason why the 
cooperative farm credit system came into being in the first place. Some 
50 years ago, enlightened farm leaders of this country had a notion 
it shouldn’t always be necessary for farmers to be disadvantaged in 
the matter of having adequate credit. 
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Up to that time they had available to them only sources for credit, 
types of credit and institutions designed primarily to serve commerce 
and industry. They found particularly in times of tight money situa- 
tions that they were not able to compete effectively w ith commerce and 
industry and to get adequate funds, and they found even in more 
normal times very often the type of credit available to them did not 
suit their needs. They persuaded Congress in 1916 to pass this Farm 
Loan Act which launched them on a program 41 years ago of a system 
of farm credit banks which were designed specifically to meet the needs 
of farmers. 

We feel that the tight money situation of the past 21% years, if any 
additional proof were needed, fully justifies the farm tees: systeni. 
During this period of very tight money, there was not a time in which 
a farm credit bank or association turned down a farmer for a loan 
because the bank or association was short of loan funds. Certain 
farmers were turned down, but on the basis of credit judgments rather 
than on the basis of any shortage of funds available to the system. 
This simply means that the banks and associations through the mecha- 
nism set up went into the market and competed with commerce and 
industry and private individuals for loan funds. True, the price was 
a little high at times, but we are very proud of the fact that ample 
credit was made available, either directly through the cooperating 
farm credit banks and associations or through other institutions that 
lend to farmers. 

This cooperative credit system is a unique sort of thing, based on 
the self-help principle, with the philosophy that with some reasonable 
help from the Government in the beginning and reasonable super- 
vision by the Government, that in course of time farmers themselves 
could build up their investment in these organizations and have a type 
of credit system that would really meet their needs and would be 
divorced from some of the problems that had beset agricultural credit 
in the past. 

One of the great strengths as we see it, of this system is the role of 
the boards of directors of local associations, the district banks, and 
of the Federal Farm Credit Board itself. 

Farmers who know what this business of using and extending 
credit is all about, men who are devoted to this cause of agricultural 
credit who have contributed a tremendous amount of time, at sacrifice 
to themselves, to build up this system and make it work, they are peo- 
ple who have great pride in it and they have great pride in the fact 
that they are making progress in the ac quirement of user ownership. 
Unless one has had the privilege of working with these people it isn’t 
possible to sense the attitude they have toward their ¢ ooperative farm 
credit bank and associations. That attitude, we believe, is quite fund- 
amental in this matter of the extent of controls over and above those 
which necessarily Congress has given to a specialized agency, the 
Farm Credit Administration, which has no other function than to 
supervise and audit and coordinate the activity of these banks and 
associations. 

That is our sole function. 

Mr. Chairman, I believe that a number of the questions which the 
committee might wish to ask would be answered in Mr. Matthews’ 
testimony, and it would be my suggestion, if it is agreeable with vou, 
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that he be permitted to proceed and present the views of the Federal 
Farm Credit Board before we submit ourselves for questioning. 

The Cuarrman. You may proceed. 

Mr. Henverson. Before Mr. Matthews proceeds, will you just de- 
scribe briefly the relation of the Farm Credit Board to the Farm 
Credit Administration ? 

Mr. Toorety. Yes. The Farm Credit Act of 1953 did a number of 
things. (1) It reestablished the Farm Credit Administration as an 
independent agency in the executive branch of the Government. It 
had prev iously. been for a period of years in the Department of Agri- 
culture. At the same time, it made provision for a Federal Farm 
Credit Board of 13 members made up of 1 from each of the 12 farm 
credit. districts plus 1 appointed by the Secretary of Agriculture. 
That Farm Credit Board is the policymaking organization. It is a 
part-time Board that meets under the law a minimum of four times 
a year. The Board members are paid only when actually engaged in 
activities of the Board. The Board employs the Governor of the 
Farm Credit Administration. And he in turn is responsible for the 
other personnel. 

So the Farm Credit Administration consists of the Federal Board 
and the Governor and the other employees of this rather small organi- 
zation, 

Mr. Bagwell has just handed to us copies of our organization chart. 
I am glad he remembered to do that. Ours is a complicated organi- 
zation, and I believe that this chart will help materially in explaining 
it. 

We have here the Federal Farm Credit Board at the top, then the 
Governor, and the Deputy Governors, and so forth. And then the 
three service directors here at the farm credit level. 

A rather significant thing here is, over in the left hand column, these 
four different levels. The Federal level here, which is the Farm 
Credit Administration. The district level, the association level, and 
then the farm level. At the district level there is a district board of 
7, and these boards are also ex officio boards of each of the 3 banks, 
the banks for cooperatives, the intermediate credit banks, and the 
land banks. 

And then as to-associations, the production credit associations are 
the ones who operate under the intermediate credit banks and make 
these short-term loans available to farmers. And the Federal land 
banks operating through the National Farm Loan Association making 
long-term real-estate loans available. I believe this will help. 

Mr. Henperson. One other thing: Are the members of the Board, 
when appointed by the President, ‘confirmed by the Senate? 

Mr. Tooretn. They are confirmed by the Senate. 

Mr: Henperson. Are they sworn, do they take an oath of office like 
other Government employees? 

Mr. Tooreitit. They do, that is right. And I might say that al- 
though the Governor of the Farm Credit Administration is appointed 
by the Board, his appointment is approved by the President. 

Mr. Henperson. Thank you very much. 

The Cuarrman. Mr. Matthews. 

Mr. Marrnews. Thank you. 
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Mr. Chairman, I would like to make a statement for the Federal 
Farm Credit Board concerning H. R. 8332, a bill to amend the Gov- 
ernment Corporation Control Act, as amended. 

The bill under consideration presents important policy considera- 
tions for the farm-credit system. It has, therefore, been considered 
by the Federal Farm Credit Board, which is charged by law with 
the responsibility for policy determinations affecting the system. 

The bill before you would affect farm-credit banks in the following 
—— ‘tant respec ts: 

. It would in effect repeal the provisions of the Farm Credit Act 
of 01 56 which exempt the Federal intermediate credit banks from the 
budget provisions of title I of the Government Corporation Control 
Act, effective January 1, 1959, when the production credit associa- 
tions will own 15 percent of the capital stock of the banks. Under 
such budget provisions the banks have been required to prepare an 
annual business-type budget, to submit such budget to the President 
through the Bureau of the Budget for review and transmittal to the 
Congress, and to obtain authorization from the Congress to use a 
specified amount of their corporate funds for administrative expenses. 
The bill would amend the Government Corporation Control Act to 
continue the banks under such budget procedure as long as they are 
authorized to obtain or utilize Federal funds and even after all Gov- 
ernment capital is repaid. 

The bill would, for the first time, make the budget provisions of 
the rovernment Corporation Control Act applicable to the banks for 
cooperatives. These banks are now defined in the act as “mixed- 
ownership Government corporations” and corporations so defined are 
not subject to the budget provisions of that act but are subject to 
audit by the General Accounting Office. 

. Under present law, the Federal intermediate credit banks and 
the banks for cooperatives will be subject to audit by the General 
Accounting Office only as long as they have any Government capital 
invested in them. The bill would continue such audit as long as 
the banks are authorized to obtain or utilize Federal funds, even after 
= banks have repaid all Government capital. 

The bill would require the approval of the Secretary of the 
eamven before the Federal intermediate credit banks and the banks 
for cooperatives could issue any bonds, debentures, and other similar 
obligations for public sale. Under present law, the issuance of 
these obligations is subject only to the approval of the Governor of 
the Farm Credit Administration, but the Secretary of the Treasury 
must be consulted before such obligations are issued. The obliga- 
tions of these banks are not guaranteed as to either principal or in- 
terest by the United States and their issuance has been subject only 
to approval by the Governor since they were first authorized to be 
issued, 

The Budget Bureau states that the bill is designed to carry out 
the President’s recommendation in his 1958 budget message that the 
Government Corporation Control Act be amended “to provide for 
budget and audit control over Government corporations which are 
authorized, directly or indirectly, to obtain or utilize Federal funds.” 

In regard to audit of the Federal intermediate credit banks and the 
banks for cooperatives by the General Accounting Office, the Federal 
Board favors a continuation of such audit so long as the banks have 
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any Government capital, but is opposed to any extension of such 
audit control beyond the time when the Government capital is repaid. 
The principal objections of the Federal Board to the proposed legis- 
lation concern the extended application of the budget procedure to 
the banks and the imposition of Treasury control over their issuance 
of debentures and other obligations. I shail first discuss the matter 
of budget control. 

Corporations under the Government Corporation Control Act are 
designated as either “wholly owned Government corporations” or 
“mixed- ownership Government corporation.” The “wholly owned 
Government eprpe “ations” are required to prepare an annual budget, 
to submit such budget to the President through the Bureau of the 
Budget for approy al and transmittal to Congress, and to obtain au- 
thority from the Congress to use a given amount of corporate funds 
for admi nistrative expenses. The “mixed-ownership Government 
corporations” are not now and never have been subject to the budget 
provisions of the Government Corporation Control Act. They are, 
however, subject to audit by the General Accounting Office as long 
as they have Government e: apital in them. 

The banks for cooperatives have always been mixed-ownership Gov- 
ernment corporations in fact and have from the beginning been so 
designated in the Government Corporation Control Act. ‘Therefore, 
these banks have never been subject to the budget provisions of that 
act. The Federal intermediate credit banks, on the other hand, were 
wholly owned Government corporations from their formation in 1923 
until January 1, 1957, the effective date of the Farm Credit Act of 1956. 
these banks have always been so designated in the Government Cor- 
poration Control Act and, therefore, have been subject to the budget 
provisions of that act. 

Since the effective date of the Farm Credit Act of 1956 (January 1, 
1957), the Federal intermediate credit banks have been mixed-owner- 
ship Government corporations in fact and the Congress has appro- 
priately provided that they shall not be subject to the budget provi- 
sions of the Government Corporation Control Act after January 1, 
1959. This exemption from the budget procedure is found in sections 
201 (a) and 202 (a) of the 1956 act. The reason for the January 1, 
1959, effective date of this exemption is that it represented a compro- 
mise between the conflicting views of the Farm Credit Administration 
and the Bureau of the Budget at the time the 1956 act was under 
consideration. The Farm Credit Administration wanted the exemp- 
tion to apply when the banks became mixed-ownership corporations 
on January 1, 1957. The Bureau of the Budget, on the other hand, 
contended that the banks should remain under budget control until all 
Government capital in them is retired. The Congress adopted a 
middle position and made the exemption effective on January 1, 1959, 
when the production credit associations will own at least 15 percent of 
the capital stock of the credit banks. 

The proposed Budget Bureau legislation would not only repeal the 
provisions of the Farm Credit Act of 1956 exempting the credit banks 
from budget control, but would also bring the banks for cooperatives 
under the budget provisions of the Government Corporation Control 
Act for the first time. 


23127—58——-5 











60 AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 


The Federal Farm Credit Board is opposed to the budget control 
provisions of the bill for the following reasons: 

1. The bill is contrary to the stated policy and objectives of the 
Farm Credit Act of 1953. That act was enacted for the express pur- 
pose, among others, of increasing farmer participation in the manage- 
ment and control of the banks and associations comprising the farm 
credit system. Obviously, enactment of this bill would mean more 
Federal control and, necessarily, less borrower control over the banks 
contrary to the policy of the 1953 act. The bill is also contrary to the 
pattern of the edatumeet Corporation Control Act, which provides 
generally for budget control only for those corporations which are 
designated as wholly owned Government corporations. 

2. The issue of budget control over the intermediate credit banks 
was thoroughly considered and resolved when the 1956 act was passed. 
When the Farm Credit Administration requested the usual clearance 
from the Bureau of the Budget for submission of the 1956 legislation 
to the Congress, the Bureau agreed only on the condition that the 
question of budget control be presented for determination by the 
Congress. The issue was resolved by the inclusion of provisions in the 
1956 act exempting the credit banks from budget control effective 
January 1, 1959, when the production credit associations will own at 
least 15 percent of capital stock of those banks. 

3. The Farm Credit Acts of 1955 and 1956 were enacted to imple- 
ment the policy of the 1953 act.. The users of the intermediate credit 
banks and the banks for cooperatives were induced to support this 
legislation and to invest their funds in the banks with the understand- 
ing that they would have a greater voice in the management of the 
banks. The Federal Board feels that the imposition of additional 
Federal control at this time would amount to a breach of faith with 
the farmers and farm cooperatives which supported that legislation. 

4. The district farm credit banks and the local associations which 
comprise the farm credit system are now, and will continue to be, 
under Federal supervision by the Farm Credit Administration, an 
agency within the executive branch of the Government. The Farm 
Credit Administration, operating under the direction of the Federal 
Farm Credit Board, has broad authority to supervise and examine 
these banks and associations. It has a splendid record in supervising 
these institutions and the fact that the banks for cooperatives and the 
Federal land banks have not been under the budget provisions of 
the Government Corporation Control Act has not detracted from 
this record. We feel, therefore, that additional Federal supervision 
of these banks, as proposed by the bill, is not necessary to assure their 
continued operation on a sound basis or to protect the Government’s 
investment in them. 

5. The Farm Credit Administration, as a Federal agency, will 
always be required to submit an annual budget to the Budget Bureau 
and to the Congress. This control over the Farm Credit Adminis- 
tration affords the Budget Bureau adequate opportunity to inquire 
into the operations of any part of the system and to recommend to 
the Congress and to the Farm Credit Administration such action as 
may be deemed necessary. This type of supervision by the Budget 
Bureau should and will continue even after all Government capital in 
the banks is retired. 
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6. Purse control is one of the most effective of all controls. The 
bill would give the Budget Bureau the power to control the opera- 
tions of the banks until the last dollar of Government capital is re- 
paid, and beyond. It would give such power to the Budget Bureau 
even after the banks are wholly user owned, if authority then existed 
to obtain Federal funds in any manner whatever. The directors of 
the banks feel that they are not in fact managing the affairs of the 
banks if they are denied the right to determine how corporate funds 
may best be used in the interest of providing sound credit service to 
their borrowers. 

7. Neither the loan funds of the banks nor the funds used for 
administrative expenses come from the United States Treasury. As 
has already been stated, the loan funds of the banks are obtained al- 
most entirely from the sale of debentures to the investing public and 
funds for operating expenses come from the earnings of the banks. 
The advantages which farm credit securities enjoy over those of non- 
federally chartered corporations may be attributed to the safeguards 
contained in farm credit legislation and to the fact that the banks 
are supervised by a Federal agency, the Farm C redit Administration. 

8. The proposed legislation is not related to any Hoover Commis- 
sion recommendation. The report of the Hoover ‘Commission to the 
Congress in March 1955 on lending agencies makes no mention of 
budget control for mixed-ownership Government corporations. The 
report does, however, commend the Federal land banks for the exam- 
ple they provide in effective mutualization,” and the land banks have 
never been under budget control. 

Aside from the budget provisions of the bill, the Federal Board 
also objects to the provisions of the bill which would transfer from 
the Farm Credit Administration to the Security of the Treasury 
broad powers over the issuance of debentures and other obligations of 
the Federal intermediate credit banks and the banks for cooperatives. 
The debentures issued by these banks are not Government obliga- 
tions, nor are they guaranteed by the Government as to either prin- 
c ipal or interest. Indeed, the law expressly provides that the United 
States shall not be liable for the payment of any debentures or other 
obligations of the banks, and the debentures so state on their face. 

The Government Corporation Control Act now provides that such 
obligations of the banks shall be issued only after consultation with 
the Secretary of the Treasury. The Farm Credit Administration 
and the Treasury Department have operated for years on a satisfac- 
tory basis under present law. All powers relating to farm credit 
bank obligations which the bill would vest in the ‘Secretary of the 
Treasury are now requir ed by law to be exercised by the Farm Credit 
Administration. Since the Far m Credit Administration has the 
overall responsibility for supervising the banks, it should also have 
full responsibility for obtaining the funds to enable the banks to do 
an effective job. We, therefore, strongly urge that the authority 
and responsibility for this important function remain with the Farm 
Credit Administration. 

In conclusion, I should like to emphasize that the farm credit banks 
and associations do not object to Federal supervision. On the con- 
trary, they welcome it as necessary to the operation of a sound and 
effec ‘tive credit system. They do feel, howev er, that Federal supervi- 
sion by the Farm Credit Administration is enough. They view 
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further supervision or control by the Bureau of the Budget as both 
unnecessary and unwarranted. The Farm Credit Administration is 
doing an effective job of supervising these banks and protecting the 
Government’s financial interest in them. 

As was stated to the committee in our report of November 1, 1957, 
on H. R. 8332, the Bureau of the Budget advises that the views of the 
Federal Board are not in accord with the progrem of the President. 

I would like to add a little to this statement. 

When Congress asked our Federal Board to recommend legislation 
as far as the short-term credit system was concerned, that is, the in- 
termediate credit banks and production credit associations, our Board 
visited all 12 of our farm credit districts—some members of the Board 
were present at each meeting—and asked them what they wanted in 
this legislation, whether they would acquire the ownership of the 
Federal intermediate credit banks. And I do not believe that we at- 
tended a single meeting in which it was not very thoroughly explained 
to us that they wanted their intermediate credit banks out from under 
the Corporation Control Act. 

In fact, they demanded it—that was one of their demands. 

And they supported, and it has been brought out, this legislation, 
with the idea, and knowing that they would be out from under the 
Government Corporation Control Act and the Budget Bureau in 1959. 

Well, I just do not see how the Federal Board could take any other 
position than what they are talking on this legislation, knowmg the 
feelings of the people out in the districts on this particular subject, and 
on the fact that they felt that a deal had been made, and they are car- 
rying out their deal, they are purchasing, going to pay their 15 per- 
cent for the purchase of the intermediate credit bank, and the rest, of 
course, is to come out of the profits of the bank. But they have al- 
ready made two payments, and they will make their third payment at 
the end of this year, which will complete that, feeling that they would 
when they made their last payment no longer be under the Government 
Corporation Control Act. 

The CuHarrman. Any questions ? 

Mr. Henperson. Mr. Matthews, what is it in the minds of the various 
associations and officials that you and the other members of the Board 
visited about the control that would be exercised under the Corpora- 
tion Control Act which they fear so much ? 

Mr. Marruews. Well, | am speaking of what they fear currently ; 
that is the question you asked me? 

Mr. Henperson. That is the question I asked; yes. 

Mr. Marruews. They have had some experiences before when 
their budgets had to be approved by the Bureau of the Budget to 
where their funds were cut down to the extent that they did not feel 
that they could properly operate the organizations from the lack of 
funds. That is one of the reasons. 

Another reason is that they feel that they should have the say 
as to the expenditure of the money—Congress is not appropriating any 
of it, it is their own money. The 1953 act stated that they were going 
to have more to do with the management of their banks and of their 
associations than they had had in the past as they acquired ownership 
of it. They do not feel that they will have that if this bill should be 
passed placing them under or keeping them under it—they are sup- 
posed to come out in 1959—but if they are kept under it they do not 
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feel that they will have the management of their own business or the 
control of it, either one. 

They feel that if there ever was an organization that is properly 
supervised, they are properly supervised by a Federal agency, the 
Farm Credit Administration, which is in the executive branch of the 
Government. And they do not feel that they need any further super- 
vision by the Bureau of the Budget or anyone else. 

And I think the past record of the Farm Credit Administration 
clearly illustrates that it has been properly supervised. I do not think 
there is any question about that. 

The Cuarrman. There has never been any charge that it has not 
been properly supervised, has there ¢ 

Mr. Marruews. No, sir, not that I have ever heard of. 

Mr. Tooren.. I might just add this, if you do not mind: They look 
upon the supervision ‘which is given by the Farm Credit Administra- 
tion as being a type of supervision that is based on an understanding of 
their problems, because our people in farm credit are career people 
in agricultural credit. Many of them, particularly at the policy level, 
are people who came from the associations and the district levels, and 
understand those problems. They do not object to our supervision, 
and we at times crack down on them and say that we will have to 
insist that this be done or that be done. They feel that we have an 
understanding of their problems. 

They question whether an agency of the Federal Government which 
would supervise in a sense or control a vital function of theirs, only 
as a very incidental part of its functions, is in a position to ev: aluate 
as effectively or accurately their needs with respect to operating budg- 
ets and other matters of control which are implied in the reasons that 
are given for continuing the intermediate credit banks under budget 
control. 

The Cuamrman. Would it cost you more to operate in case this law 
should pass ? 

Mr. Toorett. I do not know, Mr. Chairman, that it would. I would 
not think that it would cost us more to operate. I do not see that it 
would. It might cost us less in some respects immediately, but that 
might be a very shortsighted expenditure, and I believe it is that 
which the district banks and associations fear more than a possible 
increase in cost, because, as Mr. Matthews says, there is some history 
in connection with this in which the budget requests of the interme- 
diate credit banks and the production ¢ redit cor porations in some years 
past were rather arbitrarily reduced. And these institutions were 
somewhat handicapped in their operations. 

Mr. Henverson. Mr. Chairman, I had planned to ask just 1 or 2 
questions of Mr. Matthews, and I want to inquire if Mr. Tootell would 
be available to come back to the committee at a later date, before this 
bill is taken up, to answer more detailed questions which I have and 
will have then, and also which I am sure other members who are not 
now present will have. And if it would be all right with the chair- 
man, I would just like to ask 1 or 2 more questions of Mr. Matthews, 
who came all the way from Texas, and I know would not be available 
on short notice. 

Mr. Matthews, in your point 4 in the beginning of your testimony 
as to how the bill would affect the farm credit banks, I wonder, what 
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the practical effect, in the light of that discussion this morning, you 
think this would have on the operations of the credit banks? 

Mr. Matruews. Well, are you speaking of requiring the approval 
of the Secretary of the Treasury, where now it is not required / 

Mr. Henperson. That is right. 

Mr. Matruews. The Governor of course consults with the Secretary 
of the Treasury, but he has the power of approval. 

Well, I cannot see any reason why the Secretary of the Treasury 
should have the approval of our bonds and debentures. 

After all, it is not Government funds, it is debentures or bonds 
that are being sold by the Farm Credit Administration. 

And certainly the man that is supervising the Farm Credit Admin- 
istration would have a better knowledge of the sale of these debentures 
and bonds than the Secretary of the Treasury or anyone else would 
have. 

And another reason—I do not anticipate it would happen, because 
I very much hope this legislation would not be passed—but you can 
see the power it would put in the hands of the Secretary of the 
Treasury as far as farm credit is concerned. 

He could practically dictate, if you had a Secretary of the Treasury 
that would care to do it, he would have control of our funds. 

And why should the Secretary of the Treasury have control of 
funds that organizations are selling to the investing public to finance 
their farmer and ranch members ? 

That belongs to the Governor of the Farm Credit Administration, 
where it is at present. And it has worked wonderfully up to the 
present time. Why should it be changed? 

He always consults the Secretary of the Treasury before a bond 
issue is offered, or a debenture issue is offered. 

The CHatrman. Does the Secretary of the Treasury have veto 
power ? ; 

Mr. Matruews. No, sir; and we do not want him to have veto power. 

The Carman. Do you think this would give him veto power? 

Mr. Matrnews. It would give him the entire say about it, certainly 
it would. ; 

The Cuarrman. That might be expensive to you, might it not? 

Mr. Marruews. It could be very expensive. We do not feel that 
that should be placed in anybody’s hands other than our own family. 

The Cuatrman. That is what I had in mind when I asked you, under 
this bill, could there be increased expenses, if it were left to persons 
who did not know about the business to make the loans, or in the hands 
of one who was hostile to your position. I can see where it would 
make a lot of trouble to you, who take pride in doing things in the 
farm field. 

I can see where someone who did not have sympathy with the farm 
class might not necessarily have the same attitude as you have. 

Mr. Marruews. Well, something that has worked as well as that 
has since we have had the Farm Credit Administration, why change 
it and give it to somebody else ? 

The CHatrman. Unless there has been some reason by which you 
have not done things right, or some fault to find with the way you 
have done things. “hi 

But there has never been any complaint about the way you have 
done them, the way you have run your business. : 
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I think you have done a wonderful job. 

Mr. Henpverson. Of course, the argument is made and you have 
heard that it may be possible at some time in the future if things went 
wrong for the Government to step in and stand behind the obligations. 

Mr. Marruews. That does not have anything to do with this pro- 
vision of the bill; I mean, even if they would have to, that does not 
have anything to do with them having charge of our debentures and 
our Sends 

Mr. Henverson. I know. But the theory is that inasmuch as the 
Government might have to step in at some time, maybe it should have 
more say as to the type of debentures—— 

Mr. Marruews. We do not want the Government to have any more 
say. We do not feel that with us acquiring the ownership of this 
system, making every effort on our part to acquire the ownership of it— 
we ourselves out in the country got the legislation passed to get this 
job done. There was no pressure put on us, we sited that it be passed 
so that we could return the Government capital to the United States— 
we do not feel like, then, that we should be giving to other parts of the 
Government control over our business when we are trying to purchase 
it and buy it. There has been very few people that have ever offered 
and have gone to Congress and asked them to pass legislation to allow 
them to retire Government capital. 

It ismost unusual. But that is what we did. 

The Cuarrman. If you used other peoples’ money to get control of a 
business, that would not be unusual, would it ? 

You used the Government money to get control of a good business. 

Mr. Marrnews. Well, we have asked to return that money to the 
United States Government. 

The Cuarrman. And then it will be yours? 

Mr. Matruews. Yes. 

The Cuarrman. I can see how it is a good business from your stand- 
point, but since you have operated the business so efficiently and since 
it filled an existing need, I cannot see why we should now have more 
Government interference than you have had. 

Mr. Toorett. Mr. Chairman, I would raise this point: It has been 
suggested from time to time that it might be necessary sometime in 
the future for the Federal Government to come to the rescue of the 
farm credit banks, and the inference is to buy their securities or guar- 
antee them or something of that kind. If so, that would take legisla- 
tion, and if it should become necessary to do that, I wonder if that 
might not perhaps be an appropriate time to consider the necessity 
of imposing additional controls. 

The Cuatrman. Then Congress could put them on at that time. 

Mr. Tooretn. That would seem to me to be a reasonable approach. 

Mr. Henperson. Some might say that that would be closing the barn 
door after the horse was stolen. 

Mr. Tooreitit. That infers that by the so-called review by the Bureau 
of the Budget of the business-type budget of the intermediate credit 
bank and the bank for cooperatives each year, the Bureau of the Budget 
could anticipate these things and have the wisdom to make management 
decisions that would avoid the losses that might otherwise be incurred 
by people who spend their lives as specialists in these fields. To me 
that does not seem logical. 











66 AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 


Mr. Henverson. Have you, Mr. Matthews, set any timetable, such 
as it might be, as to when these banks might eventually become owned 
by the borrowers? 

Mr. Martruews. There has not been any timetable set on it. 

It has been estimated as to the time that it might take. You cannot 
set a timetable on it, because after a certain amount of payment has 
been made, for instance, in the intermediate credit bank, 15 percent, 
the rest of the owenr ship will be acquired by the profits from the bank. 

Mr. Henverson. I understand. 

Mr. Matruews. Well, you know it is according to how much money 
the bank has to pay in selling their debentures. 

In other words, you know that v ery recently we have had some very 
high interest rates. 

Well, naturally the bank at the time you have those very high in- 
terest rates cannot afford to charge their associations and borrowers 
too much interest. They try to operate as near cost as possible, and 
still not operate in the red. 

And then when your debentures as they have recently gone down 
quite a lot, you know, the money market has, I mean, why there can 
be a wider spread in there, and it will depend to a great extent on the 
cost of money to the intermediate credit banks and to the banks for 
cooperatives as to how long it will take. 

I believe, John, that it was estimated. How many years would it 
take for the banks for cooperatives ? 

Mr. Baewetu. It was said at the hearings, Mr. Chairman and Mr. 
Henderson, that it might be done in, say, 8 or 10 years by some of 
the banks, and it might take as long as 20 or more years for other banks. 

You see, there are 12 of the banks and they would not all pay out 
at the same time. It would depend on the condition of the bank, and 
some of them make more money than others and, therefore, would 
pay out faster. 

Mr. Marruews. How about the intermediate credit banks ? 

Mr. Baewetx. Well, somewhat the same period was estimated for 
the Federal intermediate credit banks. It is hard to say exactly how 
long it would take. 

Mr. Tooreiti. The general economic situation in agriculture will 
have a great deal to do with it. 

Mr. Henverson. I understand. 

Mr. Chairman, if Mr. Tootell would be available at some time in 
the future, those are all the questions I have to ask now. 

The Cuarrman. He is the last witness for the day ? 

Mr. Henperson. Yes. 

The Cuatrrman. Thank you very much, gentlemen. 

You made a very fine contribution. 

(Whereupon, at 3:45 p. m., the subcommittee was adjourned, subject 
to call of the Chair.) 
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AMENDING THE GOVERNMENT CORPORATION 
CONTROL ACT 


THURSDAY, FEBRUARY 20, 1958 


House or REPRESENTATIVES, 

SUBCOMMITTEE ON EXECUTIVE AND LEGISLATIVE REORGANI- 

ZATION OF THE COMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 

The subcommittee met, pursuant to recess, at 10:10 a. m., in room 
1501, New House Office Building, Hon. William L. Dawson (chair- 
man) presiding. 

Present: Representatives Dawson, Kilgore, Hoffman, and Brown. 

Also present: Elmer W. Henderson, counsel to the subcommittee. 

The CHarrman. Will the subcommittee come to order. 

This is a resumption of the hearing on H. R. 8332. 

Today we have with us a former Member of the Congress, a very 
able Member of the Congress, and one who has the respect of every 
man in the Congress. 

We are happy indeed to welcome him back among us in his new 
capacity. 

At this time we will hear from Mr. Wolcott of the (FDIC), Fed- 
eral Deposit Insurance Corporation. 


STATEMENT OF JESSE P. WOLCOTT, CHAIRMAN, FEDERAL DEPOSIT 
INSURANCE CORPORATION; ACCOMPANIED BY ERLE COCKE, 
DIRECTOR; ROYAL L. COBURN, GENERAL COUNSEL; AND NEIL G. 
GREENSIDES, ASSISTANT TO THE CHAIRMAN 


Mr. Wotcorr. Thank you, Mr. Chairman. I am very honored, 
and I deem it a distinct privilege to be here before this committee. 

I feel more or less at home because of the friendly remarks. 

I might suggest that this constitutes my first appearance as a rep- 
resentative of the executive branch of Government before a com- 
mittee of Congress, and the assumption of a new role in legislative 
hearings may place me at some disadvantage. I will do my best 
under the circumstances. 

Mr. remarks will be restricted to a discussion of the issues that per- 
tain directly to the provisions of the bill which would subject the 
Federal Deposit Insurance Corporation to an annual budget review 
by the Bureau of the Budget and Congress so long as it is authorized 
to borrow Government funds. As a Member of Congress at the time 
of the creation of the Corporation, and a member of the House Bank- 
ing and Currency Committee that drafted the Banking Act of 1933, 
I have had many opportunities to review the record of the Corpora- 
tion, and I have some familiarity with its legislative history. 
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Throughout my service in Congress I have consistently maintained 
that the Corporation should continue an independent corporation as 
contemplated by the original legislation. I find nothing in the cur- 
rent proposal, no new matter and no basic reason, that would com- 
mend a change of views on this issue. Hence, as a representative of 
that Corporation, I sincerely urge that its independent status be 
continued. 

The present legislative proposal, insofar as it applies to budget 
control of the Corporation, is not novel. The same issue has been 
before the Congress on several prior occasions. In each instance the 
Congress has rejected the proposal and the independence of the Cor- 
poration has been maintained. In response to the request of your 
chairman, I have sent to the committee copies of the statements here- 
tofore made on such proposals on behalf of the Corporation by two 
of its former Chairmen, the first by Hon. Leo T. Crowley, made in 
June of 1947, in reference to section 308 of H. R. 3756, then before the 
Subcommittee on Government Corporations of the Senate Appropria- 
tions Committee, and the second, by Hon. Maple T. Harl (now de- 
ceased) in reference to the same bill. Since these men guided the 
destinies of the Corporation over its formative period, and since both 
of them are well known to several, if not all, of the members of the 
committee, I request that the copies of these statements be placed in 
the record at the conclusion of this statement. A memorandum pre- 
pared by the staff of the Corporation on this issue has likewise been 
forwarded to the committee, and I request that a copy of this memo- 
randum also be included in the record of these hearings. 

The Corporation is approaching its 25th anniversary. Time does 
not permit a discussion of the achievements of the Corporation during 
this period, particularly in reference to its contributions to the sta- 
bility of the financial structure of the Nation, and the confidence it 
has instilled in the American people in their banks and the banking 
structure of the country. Suffice to note that the Corporation was 
born of necessity at the time when financial institutions of the Nation 
were tottering. Some of the members of the committee probably re- 
vere the memory of my longtime friend and associate, the late Henry 
B. Steagall, Congressman from Alabama. His statement, made on 
the floor of the House during the consideration of the Banking Act of 
1933, epitomizes the purpose of Congress in the establishment of the 
Corporation : 

I do not say that claiming the credit to myself, but it represents the combined 
judgment of the men who desire an honest-to-God system of mutual bank-deposit 
insurance in this country that will admit every bank that is worthy of admission 
and that will give us a new start with a clean slate and dignify and elevate 
banking to a plane worthy of the banking system of this great Republic. (Con- 
gressional Record, vol. 77, pt. 4, p. 4036, May 23, 1933.) 

Always the Corporation has commanded bipartisan support in Con- 
gress. Then, as now, Members of Congress conversant with its func- 
tions and operations have successfully thwarted legislation that wouid 
impede the continued exercise of the powers with which the Corpora- 
tion was originally clothed. In presenting the position of the Corpo- 
ration on this matter, we shall rely strongly upon the statements of 
those men who I believe to be preeminently qualified by knowledge 
and experience to give guidance to the committee. The fact that my 
own views are in complete accord with the expressions of such eminent 
men sustains my conviction as to the propriety of my own conclusions. 
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At the outset, I would point out that the Corporation is directed 
by a bipartisan Board, two of the Directors being appointed directly 
by the President, and subject to Senate confirmation. The Comp- 
troller of the Currency, likewise appointed by the President with 
Senate approval, is the ex juris third member of the managing 
Board. The Corporation operates exclusively from revenues re- 
ceived from insured banks. The original capital of the Corporation, 
amounting to $289 million, $150 million of which was subscribed by 
the Treasury Department, and $139 million by the 12 Federal Reserve 
banks, has been repaid by the Corporation with interest. At the 
present time the Cor poration has accumulated from assessments a 
reserve fund amounting to in excess of $1,850 million, notwithstand- 
ing that in 1950 a substantial reduction in net assessments was 
effected by authorizing a refund to the banks of 60 percent of the 
assessment after deduction of annual operating expenses and insur- 
ance losses. The reserve fund at the present time bears a ratio of 0.82 
percent of the total deposits in insured banks of the country, and 
1.46 percent of the insured portion of such total deposits. In the 
1950 revision of the Federal Deposit Insurance Act the Corporation 
recommended, and the Congress enacted, legislation directing that 
the affairs of the Corporation be subject to an annual audit by the 
General Accounting Office. The audit, together with the annual 
report to Congress which the Corporation is required by law to make, 
provides for full disclosure of the operations and the discharge by 
the Corporation and its officers of their statutory duties and respon- 
sibilities. I submit that these controls are fully adequate to assure 
the continued efficient management of the Corporation’s affairs. 

There has been no showing, nor can any be made, that current 
events have given rise to facts which would necessitate the remedial 
action of budget surveillance of Corporation operations. There has 
been no suggestion made in support of the legislation of extravagance 
or improper use of funds in the operations of the Corporation or in 
the management of its affairs. The ever-alert interest of banks in 
a reduction of assessments or an increase in assessment credit pro- 
vides an industry safeguard that will curtail any tendency toward 
extravagance or waste. With the assurance that comes from 25 years 
of efficient operation, coupled with the fact that there is an annual 
audit of the Corporation by the General Accounting Office, and the 
fact that the Corporation is required by law to submit an annual 
report of operations to Congress, only compelling reasons should 
justify the restrictive provisions herein proposed, restrictions which 
accomplish no demonstrable good, and which will result in irrepar- 
able damage to the Corporation. 

The entire case for Budget control, as proposed in the current bill, 
is based on the fact that in the Federal Deposit Insurance Act the 
Treasury of the United States is directed to loan the Corporation not 
in excess of $3 billion outstanding at any one time, if requested by the 
Corporation. This provision of the statute, which has never been 
exercised, was placed in the law to provide additional funds to the 
Corporation in case of a serious emergency in the economy of the 
country, and is ene on the assumption that. such funds will not 
be needed except in case of an economic and resultant financial 
catastrophe. I ent it is solely because of this provision the pro- 
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posed legislation is sought. I submit to you that the proposition is 
supported by a weak reed. 

e point out that the power to borrow from the Treasury as a 
criterion has not been applied to other corporations with respect. to 
the proposed scope of Government Corporation Control Act. Thus, 
the a home loan banks, which will be excluded under the pro- 
posed legislation except for audit, are authorized to borrow $1 billion 
from the United States Treasury (12 U.S. C. 143 (1)). The Federal 
land banks, also to be excluded, are authorized to borrow $500 million 
through the Federal Farm Mortgage Corporation (12 U.S. C. 1020e, 
e-1 and d). It should be further noted that the financial responsi- 
bility of the Treasury for possible borrowings by the Federal Deposit 
Insurance Corporation is far less than its responsibility for actual 
obligations of the Federal Reserve banks. The Federal Reserve 
banks, which it is not proposed to place under the Government Corpo- 
ration Control Act, have outstanding approximately $27 billion in 
notes that are a direct obligation of the Treasury (12 U.S. C. 411), 
and they have authority to issue substantial additional amounts of 
such not es. 

In prior considerations of this proposition it has been customary for 
the proponents to point to one or more departments or agencies of 
Government that have some remote resemblance to the C orporation 
and conclude that, because such department or agency is subject to 
Budget control, therefore the same treatment should be given to the 
Corpor ation. The fallacy of this argument is that such departments 
and agencies have only secondary resemblances, if any, and none, save 
the Federal Reserve System alone, has any major responsibility in the 
maintenance of the monetary sy stem of the Nation. Thus, the com- 
parisons are not apt. The Federal Deposit Insurance Corporation is 
unique—truly unique—certainly unique in its contribution to the 
stability of the banking sy stem; unique in its achievements in instill- 
ing publie confidence in the banks of the country. 

1 personally look back and cannot but comment upon the fact that 
Senator Vandenberg and Henry Steagall were probably the parents of 
this Corporation. Senator Vandenberg properly characterized the 
contention that the Corporation be evened with other agencies sub- 
ject to Budget control when he said to the Senate: 





I submit that it is fabulous nonsense to talk about the Federal Deposit Insur- 
ance Corporation, in the light of the place that it holds in the basic economic 
system of the United States, in the same breath with other Government corpo- 
rations, or to attempt to submit it to the regular Budget Bureau controls which 
it is here attempted to apply. (Cong. Rec., Vol. 98, pt. 8, p. 10122, July 25, 1947.) 

Because of the soundness of the propositions there presented, and 
for the purposes of emphasis, I would like to reaflirm, by repetition, 
statements made in the staff memorandum pertaining to the proposi- 
tion that the subjection of the Corporation to Budget control is 
inconsistent with the principle of keeping a monetary agency free 
from political interference, and that since 1933 the Congress has re- 
peatedly affirmed its original decision to establish an independent 
corporation, and has rejec ted ev ery attempt or proposal to subordinate 
the Corporation to any other agency. 

It is doubtful if there is any serious disagreement with the propo- 
sition that a monetary agency should be free from political influence. 


rmmernmemnamen 


EA NETO 


(LE MT Ly FORRES 











| 
b 
: 
: 


AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 71 


In the case of any agency dealing directly with the volume of circu- 
lating meduim, political interests may seek action which is destruc- 
tive to the principles which Congress itself had previously laid down 
for the conduct of such an agency. There is no question that it is 
within the authority of Congress to establish such principles and 
to alter them whenever it so desires, but once established their im- 
plementation requires a maximum degree of independence for the 
agency concerned, free from the annual influence of budget control. 
For it must be remembered in this connection that control of the purse 
strings conveys power to influence operations and policy. 

At this point, I would warn the committee that it be not lulled 

into any conclusion that the application of Budget techniques to the 
affairs of the Corporation will not alter its independent status. Our 
conviction that the indepe~ lence of the Corporation will be affected 
conforms with the judgment of Chairman William McC. Martin 
expressed in his testimony in reference to Budget control of the 
Federal Reserve System : 
* * * budgetary control of our operations, of our budget, is fundamental in our 
concept of the independent status of the System. If you want to nationalize 
the System, why, the surest way to do it is through control of the budget. 
(Hearings before the Subcommittee on General Credit Control and Debt Man- 
agement of the Joint Committee on the Economic Report, March 11, 1952.) 

Further, in this connection Senator Vandenberg, in his letter of 
June 24, 1947, to Senator Bridges on a similar proposal to subject 
the Corporation to Budget control, stated : 


I can think of no more unfortunate news that could be carried to the country 
than the news that Congress has started to meddle with the independence of 


the FDIC. 

The principle of independence within Government for those agencies 
which deal with the Nation’s money supply has been well established 
by history, as heretofore pointed out. Practical men have long recog- 
nized that Government faces an almost insurmountable problem when 
it attempts to establish an agency which will deal directly with the 
Nation’s money supply. Such an agency must be within the Govern- 
ment—in order that 1t not be responsive to private pressures—and 
within the Government it must be sufficiently independent so that it 
will be equally free from political pressures. The financial history 
of this country is marked with the great debates and controversies 
which have raged over this very problem—from the chartering of the 
Bank of the United States in 1791 up to the present day. 

There have been many occasions in our history when the necessity 
for independent agencies was so apparent that the Congress rose above 
partisan controversy and, as is traditional when great principles are 
challenged, concerned itself soleky with the greater public good—1913, 
when the Federal Reserve System was established, was one such time, 
and 1933, when the FDIC was established, was another. The fol- 
lowing statement by the President of the Federal Reserve Bank of 
Atlanta before a congressional committee deserves to be reproduced 
here, since every sentence applies as well to the establishment and 
maintenance of the Federal Deposit Insurance Corporation as it does 
to the Federal Reserve System: 


The nature of the public function and the character of the business services 
to be performed by the System gave the Congress a unique opportunity to do 
two things at once—to place both the governmental and operating branches of 
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the System outside the influence of political patronage, and, above all, to subject 
the Reserve banks in their operating and business functions, not to the neces- 
sarily remote and approximate controls of Government, but to the infinitely more 
Severe comparison with successful competitive business. This was the sort of 
opportunity that Congress does not usually have in endeavoring to effect a 
responsible expense attitude in connection with most public functions, and Con- 
gress quite evidently realized and took advantage of the opportunity. The Sys- 
tem is under no pressure to improve the position of any political figures or politi- 
cal party by increasing its expenditures and its undertaking; the operating offi- 
cers of the Reserve banks are not under pressure to increase expense, but to 
diminish them. (Hearings before the Subcommittee on General Credit Control 
and Debt Management of the Joint Committee on the Economic Report, March 
19, 1952, pp. 432-433.) 

There are only two agencies of the Federal Government which have 
direct responsibility in regard to the volume of circulating medium 
(the Nation’s money supply). These agencies are the Federal Re- 
serve System, with its power over bank reserves and therefore over 
the creation of the largest portion of the circulating medium (de- 
posits), and the Federal Deposit Insurance Corporation, with the re- 
sponsibility for maintaining a sound banking system and of restoring 
the circulating medium which has been destroyed as a result of bank 
failures. Other financial institutions and agencies, both public and 
eae are influenced by and may in turn influence national finances, 

ut none has responsibility in any way comparable with that which 
has been placed upon the Federal Reserve System and the Federal De- 
posit Insurance Corporation. 

In normal times the role of the Federal Reserve System. is, of course, 
more important. However, in a period of economic crisis, when great 
numbers of banks, both large and small, may be in difficulty, deci- 
sions by the Corporation may be as important and as far reaching in 
consequences as those made by the officials of the Federal Reserve Sys- 
tem. During such times the pressures to which the Corporation will be 
subject from individuals, from banks, from Government authorities, 
and many other sources will undoubtedly be intense. The pressures 
will be of the same nature as those that will bear upon the Federal 
Reserve System. It is during such times that it is of crucial importance 
that the Federal Deposit Insurance Corporation be in a position in 
which its decisions can be made solely with a view of carrying out its 
monetary function. 

This idea was expressed in even more apt language by Senator Van- 
denberg on the floor of the Senate in 1947: 

* * * The FDIC is on all fours with the Federal Reserve System with respect 
to the fiscal structure of the American economy. No one has yet had the temerity 
to propose that the Federal Reserve System should be robbed of its independence 
and subordinated to a political bureau of the Government. Yet, here is an in- 
stitution which is even more sensitive with respect to the necessities for its 
independence, and we confront a conference report which for the first time pro- 
poses to make it possible for political controls to determine what happens. (Con- 
gressional Record, vol. 93, pt. 8, p. 10123, July 25, 1947. 

The monetary functions of the Corporation were clearly uppermost 
in the minds of the architects of deposit insurance, they are well de- 
fined in the law, and they have been so recognized by the Federal 
Reserve System. In 1933 Chairman Steagall in the report of the 
House Committee on Banking and Currency accompanying the legis- 
lation creating this Corporation stated : 


* * * Experts advise us that more than 90 percent of the business of the 
Nation is conducted with bank credit, or check currency. The use of bank 
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credit has declined to the vanishing point. The public is afraid to deposit their 
money in the banks, and the banks are afraid to employ their deposits in the 
extension of bank credit for the support of trade and commerce. Businessmen 
and investors are victimized by the same fear. The result is curtailment of 
business, decline in values, idleness, unemployment, breadlines, national depres- 
sion, and distress. We must resume the use of bank credit if we are to find 
our way out of our present difficulties. (H. Rept. 150, 73d Cong., p. 6.) 

In connection with the hearings in 1950 on the Federal Deposit 
Insurance Act before the Senate Committee on Banking and Cur- 
rency, the Chairman of the Board of Governors of the Federal Re- 
serve System inserted in the record of the hearing a staff study which 
included the following statement (pp. 110-111) : 

As the agent primarily responsible for monetary stability, the Federal Reserve 
System is vitally interested in the functioning of an insurance program which 
has as its primary objective the removal of one of the prime causes of monetary 
instability. Deposit insurance is potentially one of the more important reforms 
directed to greater monetary stability by the banking legislation of the 1930's. 
In essence, these banking reforms aimed at preventing a repetition of the 
wholesale destruction of the money supply that occurred between 1929-33. * * * 
From the individual’s standpoint, deposit insurance provides protection, within 
limits, against the banking hazards of deposit ownership. But the major virtue 
of deposit insurance is for the Nation as a whole. By assuring the public, 
individuals and businesses alike, that their cash in the form of bank deposits is 
insured up to a prescribed maximum, a major cause of instability in the Nation’s 
money supply is removed. 

The monetary functions of the Corporation are reflected in its oper- 
ating duties, but the importance of these duties is sometimes forgotten 
during years of economic prosperity. For this reason a brief review 
of these duties is warranted. When the Corporation acts to restore 
circulating medium which is in danger of being destroyed or of be- 
coming unavailable as a result of bank failure, it exercises powers 
which have an important bearing on the economic life of the country. 

In the case of an insured bank which becomes involved in serious 
financial difficulties, the Corporation may take one of a number of 
actions. If the bank is placed in receivership by the appropriate super- 
visory authority, the Corporation may pay the depositors of that bank 
the amount of their insured deposits, or it may determine that its 
interests, as well as the interests of the depositors, are best served by 
rendering financial assistance to permit the reopening of the bank, 
or to facilitate an assumption of the liabilities of the closed bank by 
another insured bank. If the bank has not yet been placed in receiver- 
ship, the Corporation may provide funds to facilitate a merger, or 
may render assistance to the distressed bank to enable it to continue 
operations. 

Operating duties relating to liquidation of assets acquired as a con- 
sequence of disbursements to protect depositors also “— deci- 
sions which can be important in the monetary sphere. Section 11 
(d) of the Federal Deposit Insurance Act eee that in liquidating 
assets the Corporation give “due regard to the condition of credit in 
the locality * * *.” Thus the Corporation is not permitted to con- 
sider only the losses which it may sustain. If we assume a period of 
crisis, such as 1930-33, the Corporation may acquire billions of «ollars 
of assets within a relatively short time, the disposal of which may 
play a significant role in the acceleration or alleviation of the crisis. 
In this connection it is pertinent to note that in 1940 about 30 percent 
of the deposit insurance fund was represented by such assets. 
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Action taken by the Corporation to protect depositors of failing 
banks or to liquadate assets acquired thereby may be of national signifi- 
cance only during period of economic depression, or if there is a failure 
of a very large bank. However, in its operating activities relating to 
supervisory duties the Corporation is daily engaged in helping to 
maintain a strong and stable banking system. In addition to exami- 
nation activities there are supervisory duties which are quasi-judicial 
in nature. For example, Corporation officials must pass on applica- 
tions for insurance from new banks, for branch offices and for mergers 
of existing banks, and upon recommendations from its examiners that 
insurance be withdrawn from banks operated in an unsafe or unsound 
manner. The nature of these supervisory activities requires a degree 
of impartiality and objectivity in decisions which might be impossible 
to assure unless the Corporation retains its independent status. For 
example, proper operation of deposit insurance necessitates (and the 
law requires) that there be no discrimination against State banks not 
members of the Federal Reserve System. Decisions relating to with- 
drawal of insurance from a bank because of its unsafe and unsound 
operation must be taken solely with regard to the merits of the case 
in terms of the Corporation’s duty to help maintain a sound banking 
system. How well can these, and other ebijetived: be accomplished if 
the Corporation is subjected to influences which may be inclined to 
give weight, for political purposes, to the pressures which inevitably 
arise at such critical times ? 

It is my considered conclusion that the enactment of this bill would, 
to a substantial and unreasonable degree, impair the Federal Deposit 
Insurance Corporation’s ability to carry out its important functions 
as authorized by law. Cert rinly the men who have been intimately 
acquainted with the unique problems of Federal deposit insurance 
sincerely feel that legislation making the Corporation subject to re- 
view by the Bureau of the Budget would hamper the Corporation in 
discharging its responsibilities. 

During the course of debate on legislation in 1947 to subject the 
Corporation to budget control, which legislation was defeated in the 
Senate by a vote of 83 to 1, Senator V andenberg discussed precisely 
this point and concluded as follows: 

I submit, Mr. President, that in the very nature of this tremendous public 


trust it is absolutely impossible to deal with it on any such budgetary basis as 
was proposed * * * (Congressional Record, vol. 93, pt. 8, p. 10123, July 25, 1947). 


ae, 


The Hon. Leo T. Crowley, long-time Chairman of the Corporation, 
with whom many of the committee are ac quainted, discusses this entire 
issue in the full text of the statement which we are submitting here- 
with. However, permit me to call your attention to certain pertinent 
excerpts from this statement : 


* * * But in order that bank supervision may operate soundly, it must not 
only be freed from political control but must be allowed to operate evenly and 
without the interruptions and year-to-year changes in policy which inevitably 
result from bringing bank supervision under those controls which may be applied 
to Government operations generally. 

It is my firm opinion that [this legislation] will cause much damage to the 
Federal Deposit Insurance Corporation without accomplishing any substantial 
benefits. * * * 

I am convinced that Congress should not require the Federal banking agencies 
to operate under appropriated budgets or authorizations, because to do so musi 
inevitably lead to periodic curtailment of necessary supervisory activities, and 
produce year-to-year ebb and flow in the Corporation’s operations which will so 
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dislocate its even functioning that the harm resulting therefrom will be greater 
than any possible benefits sought to be achieved. * * * 

The Corporation must be measured solely by the needs of the banking system 
and should not be affected by overall policy for Government establishments gen- 
erally. The banking system cannot be kept sound by turning supervision on and 
TT. ** * 
va * * To unnecessarily deprive the Federal Deposit Insurance Corporation 
of its independence and flexibility which its corporate structure was designed 
to furnish, as is proposed in the pending measure, would, in my opinion, be a 
very grave mistake. * * * 

To comment briefly on the foregoing observations, I call attention 
to the fact. that, although the Corporation could not be prevented by 
the proposed legislation from carrying out its authorized activities of 
examining insured banks, paying insured deposits, liquidating banks 
and renderi ing financial assistance to banks, its operating and adminis- 
trative expenses in connection with such activities could be limited. 
In prior proposals the suggestion has been made that the budget con- 
trol would not effect a restraint on the use of the reserve fund in the 
discharge by the Corporation of its insurance obligations, but that the 
application of budget techniques to the operations and administration 
of the Corporation was entirely proper. The fallacy of this argument 
is self-evident. The insurance responsibility of the Corpor: ation is not 
discharged with dollars alone. Manpower is equally essential to such 
discharge. For instance, if, because of general ecoonmic conditions, 
the nonliquid assets of banks become frozen and substantially reduced 
in value, this creates a volume of problem banks—serious problem 
banks—and, finally, closed banks. The requirements of such a time 
necessitates more frequent examinations of operating banks, and more 
exacting and time-consuming examinations of all problem banks, thus 

requiring expansion of the personnel i in the Division of Examination. 
The personnel of the Division of Liquidation swells and falls depend- 
ing upon the number of banks that currently need financial aid of the 
Corporation or are forced into liquidation. 

Such extension of activities of these two divisions of necessity re- 
quires an expansion of the Accounting Division, the Legal Division, 
the stenographic and clerical foree—in fact, an ov erall increase in 
personnel. If it be admitted that it is untenable to apply budget tech- 
niques to the use of the reserve fund in the discharge of the insurance 

esponsibilities, then with equal force it is untenable to apply such 
sociales to the administrative operations of the Corporation. 

Again I refer you to the Congressional Record, where we find the 
statements of Senator Vandenberg on this general subject in his own 
convincing language : 


* * * Asa matter of elementary commonsense, tell me how it would be possible 
to create a budget involving total contingencies. What is the budget of the FDIC 
for the next 12 months? It is a reflection of whatever the banking health of the 
Nation is for the next 12 months. If there should be numerous bank failures over 
the land the FDIC must staff itself to administer numerous failures and equip 
itself to take over vast areas of banking assets, that is one kind of a budget. 
If, on the contrary, the FDIC is to continue to succeed in maintaining banking 
solvecy upon an even keel, we need a far lesser administrative structure and 
require none of the allocations of emergency funds. How in the world can the 
FDIC on January 1 provide itself with a budget to submit to the Bureau of the 
Budget until it knows whether the fiscal year is to be a healthy fiscal year in 
respect to the banking life of the Nation? If the FDIC is doubtful about the 
year to come and has to build up a large budget in anticipation of its doubts, 
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I know of no surer way to precipitate a crisis in the United States than to have 
the budget of the FDIC necessarly increased in anticipation of bank failures made 
public to the world on New Year’s each year. 


Since 1933 the Congress has repeatedly affirmed its original decision 
to establish an independent corporation and has rejected every at- 
tempt or proposal to subordinate the Corporation to any other agency. 
In 1933 the Congress rejected a proposal to subordinate the Cor- 
poration to the Federal Reserve System and announced its intention 
of organizing an “independent” Corporation (Congressional Record, 
vol. 77, pt. 6, p. 5862). It has never deviated from that position, 
whether with respect to the Federal Reserve or to any other Govern- 
ment agency. 

The attempt in 1947 to subject the Corporation to budget control 
aroused virtually unanimous opposition and the Senate rejected the 
proposal by a vote of 83 to 1. During the course of the debate on 
this legislation, Senator Vandenberg declared : 


I am not so much afraid of what the political controls would do, because I 
assume that they would have an adequate respect for this institution. But I am 
saying that the fundamental importance and value of the Federal Deposit In- 
surance Corporation is psychological; it is the faith that for 15 years America 
has demonstrated it has in this institution. At the moment when the FDIC is 
about completing $1 billion of earnings of its own, so that it can eliminate all 
Government capital, at this time when there is a billion dollars of money avail- 
able in the Treasury of the FDIC, if the American people read that, at long last, 
in Washington something is going on which indicates that the political powers 
are restless and will remain restless until they can get their hands upon this 
great institution, the effect will be most deplorable. * * * 

I am confining myself to this fundamental conception, because I submit, Mr. 
President, that the one thing in the economic life of the United States which 
is basically essential is the maintenance of banking confidence, which is de 
pendent, fundamentally and primarily, upon the continuing independent sanc- 
tity of the Federal Deposit Insurance Corporation. (Cong. Rec., vol. 93, pt. 8, 
p. 10123, July 25, 1947.) 


Again, in 1950 the conference report on the Budget and Accounting 
Procedures Act retained the language of the Senate amendment which 
provided that the term “appropriations” would include any other 
authority making funds available for obligation or expenditure. The 
conference report signed by the present chairman, Congressman 
Dawson, as one of the managers on the part of the House, contains 
the following statement with reference to the Corporation : 


In retaining the language of the Senate amendment, the committee wishes to 
make it clear that it is not intended to * * * affect the Federal Deposit Insur- 
ance Corporation or its funds. The funds of the Federal Deposit Insurance 
Corporation are received from assessments on insured banks and are used only 
for the purposes of deposit insurance. These funds have never been under the 
Budget and Accounting Act for the reason that they are not Government moneys 
or appropriations and there was no intention of including such funds in this 
amendment. (H. Rept. No. 303, 81st Cong., p. 2; Cong. Rec., vol. 96, pt. 10. 
p. 13988, Aug. 31, 1950.) 


I deem that there is no more appropriate manner in which to con- 
clude my comments than to recall the discussions that took place on 
the floor of the Senate on July 25, 1947, so that you may have an im- 
pression of bipartisan views on this identical issue when it was pre- 
sented for consideration at that time. 


Mr. VANDENBERG. The Senator is correct. I shall leave the further discussion 
of that matter to those who are more familiar with it. I am confining myself 
to this fundamental conception, because I submit, Mr. President, that the one 
thing in the economic life of the United States which is basically essential is the 
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maintenance of banking confidence, which is dependent, fundamentally and pri- 
marily, upon the continuing independent sanctity of the Federal Deposit Insur- 
ance Corporation. 

Mr. SPARKMAN. Mr. President, will the Senator yield? 

Mr. VANDENBERG. I yield. 

Mr. SPARKMAN. I am sorry that I have not been able to be in the Chamber 
during all the discussion, and I have missed some of the debate. But the amend- 
ment the Senator is arguing has to do with the section which was added to the 
bill in the House of Representatives, and was stricken out by the Senate Ap- 
propriations Committee. The reason given at the time was that it was legisla- 
tion on an appropriation bill, and that the matter should be:studied by the 
proper legislative committee, rather than by the Appropriations Committee. 

As a matter of fact, we had this matter before the Senate Banking and Cur- 
rency Committee, and we discussed rather at length this very idea of making 
the Federal Deposit Insurance Corporation subject to the Budget Control Act. 
That committee decided that it was not proper to do so. I believe the com- 
mittee was unanimous in reaching that decision. 

Some members of the committee felt that the administrative expense should 
be subject to budget control; and, as a matter of fact, Mr. Harl, Chairman of 
the Federal Deposit Insurance Corporation, told us that already there was sub- 
mitted to the budget the administrative expenses for each year. 

Based upon that, the regularly constituted legislative committee of the Senate 
rejected the idea of placing the Federal Deposit Insurance Corporation under 
the control of the Budget Control Act. In other words, we did exactly what 
the Senate Appropriations Committee said should be done: We studied it. After 
studying it, we rejected it. I think it is an unsound principle to be written into 
a bill. 

Mr. VANDENBERG. Mr. President, I thank the Senator. He has reviewed a 
situation which, in some respects, already has been submitted by other Senators. 

Now let me conclude, Mr. President, because I do not think it is necessary to 
labor this point. I wish to remind the Senate that the Federal Deposit Insurance 

‘orporation has no place in the same category or bracket with the other Govern- 
ment corporations to which this bill is fundamentally dedicated. I remind the 
Senate that the FDIC does not get 1 penny, not 1 nickel, of tax money; and it 
never has. It is entirely dependent upon its own premiums. In the operation 
of its premium account, it has finally accumulated $1 billion of assets, so that in 
the next 2 years there will not even be a nickel of Government funds in its capital 
structure. 


As I have pointed out, at the gears time we have increased the 
amount of the deposit insurance fund to $1,850,000,000, and we have 
paid interest on the capital in addition to retiring the capital. 


Here is an institution which has bailed itself out from zero, in respect to its 
own finances, and today is the finest example of fiscal ability and success, even 
as a corporation, that can be found in this Nation. Here is an institution which 
in 15 years has resulted in a banking record in the United States without the 
loss of 1 penny to 1 bank depositor in the United States. 

That has happened in a decade and a half. Here is an institution which is 
totally successful by every possible degree or manner of measurement which can 
be applied to it. 

Here is an institution which the Bureau of the Budget does not want to tamper 
with, which the Treasury does not wish to have anyone tamper with, which the 
banking fraternity in the United States wishes to remain independent, which the 
legislative committees of the Senate have twice insisted must remain independent. 

Here is an institution which does not deserve the proposed treatment at this 
11th hour in the 80th Congress—and I say it with great feeling, Mr. President— 
particularly under the auspices of the Republican Party, which is supposed to 
have some particular dedication to the preservation of private enterprise, and 
some particular aversion to the needless application of governmental controls. 
So I submit that under all these combined circumstances, it is not only a 
travesty, but it is a crime, if this conference report is adopted. (Cong. Rec., vol. 
93, pt. 8, pp. 10123-10124, July 25, 1947.) 


Throughout this discussion I have made frequent references to 
statements made by the late Senator Vandenberg pertaining to the 
issues here under consideraiton. Unfortunately there are no pertinent 
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statements in the Congressional Record which can be attributed to 
Henry Steagall. The Congressional Record has well recorded the 
views of the Senator , but our search has failed to find like expressions 
by Congressman Steagall. This is indeed unfortunate, but history 
will record that Henry Steagall and Arthur V andenberg were the 
legislators most responsible for the establishment of Federal Deposit 
Insurance. 

Whatever may have been their differences on other subjects, on 
matters pertaining to the Federal Deposit Insurance Corporation 
they thought alike, they acted alike. This I know from many years 
of intimate association on the Hill with both of these men.” From 
these experiences I can assure you that if Henry Steagall were present 
today, he would subscribe to every statement here attributed to Arthur 
Vandenberg. 

I might say that I was intimately associated with Henry Steagall 
for some years before his death; we were very fine friends and confi- 
dants. 

He had an ambition. He wanted to top off his career as a member of 
the Federal Deposit Insurance Corporation, the position which I now 
have. 

Unfortunately he did not live long enough to accomplish that ambi- 
tion, but one of the things closest to him was the perpetuation of the 
independence of the Federal Deposit Insurance Corporation. 

I sincerely wish that I could turn back the pages of history for you, 
so as to enable you to envision again these two stalwarts fighting shoul- 
der to shoulder for the prince iples that were close and dear to them. 
These men of yesteryear, those whose foresight, judgment, and indus- 
try contributed so substantially to make Federal deposit insurance a 
reality, would convince you, as they did the congressional leaders of 
the past, that the Federal Deposit Insurance Corporation must remain 
independent. 

The views here expressed have the full concurrence of the other two 
members of the Board of Directors of the Corporation, Erle Cocke, 
with whom many of you are familiar, lately the president of the 
American Bankers Association, Director, and Ray M. Gidney, Comp- 
troller of the Currency. I might say in this respect I have never 
served with a more compatible group of men who are dedicated to the 
principles of sound banking than these two gentlemen. Likewise, I 
have had the opportunity within the last 30 « days to discuss this pro- 
posal with Mr. Crowley, and I have been assured that his expressions 
herein quoted are in full accord with his present views. I am advised 
by the staff that H. Earl Cook, my immediate predecessor as Chairman 
of the Board of Direc tors of the Corporation, is likewise in full accord 
with the Corporation’s position. I talked to Mr. Cook just last week, 
and can assure you that he told me so himself. This means that all 
of those who have been charged with the responsibility of the direc- 
tion of the affairs of the Corporation during the last 20 years unite in 
recommending that this legislation be not enacted. 

In summary I wish to emphasize that we, of the Corporation, sin- 
cerely believe that no substantial good will be accomplished by sub- 
jecting the Corporation to the control of the Bureau of the Budget, 
nut, on the other hand, if such control be established, that the Corpo- 
ration will suffer irreparable damage therefrom. Accordingly, we 
urge that the portion of the proposed bill that pertains to this matter 
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be eliminated therefrom, if the committee determines that the balance 
of the bill is meritorious. 


I wish to express my appreciation to the committee for its courtesy 
and attention in listening to my comments on the proposed legislation. 


(The statements and memorandum referred to in Mr. Wolcott's 
statement are as follows :) 


STATEMENT OF MAPLE T. Hart, CHAIRMAN, FEDERAL Deposit INSURANCE CORPORA- 
TION, JUNE 24, 1947 


I wish to thank you and the committee for affording us the opportunity to ap- 
pear before you in connection with H. R. 3756 and to express our views. 

We are primarily interested in the provision contained in section 308 of the 
bill which proposes to treat the FDIC as a wholly owned Government corporation, 
instead of a mixed-ownership Government corporation, for the purposes of the 
Government Corporation Control Act. 

We are submitting a report which sets out at a greater length than I propose 
to do this afternoon our objections to this provision. 

If the FDIC is placed under title I of the Government Corporation Control 
Act, it will be required to submit annually a budget program of its proposed op- 
erations for the following fiscal year with estimates of its operations, estimates 
of its administrative expenses, and estimates of its borrowings. This budget 
program will have to be prepared almost a year in advance of the period for 
which it will be operative and will be included in the budget sent up to the Con- 
gress for approval and authorization. 

This proposal was advanced in 1945 when the Government Corporation Control 
Act was being discussed here in Congress. At that time the Congress wisely 
concluded not to require budget programs from the FDIC but placed the Corpora- 
tion in title II of the act so that it became subject to audit by the General Ac- 
counting Office but not subject to budgetary controls and limitations. We believe 
that action was sound and that nothing has occurred since that date to warrant a 
change. 

I speak not so much on behalf of the FDIC but on behalf of the millions of bank 
depositors whose funds are protected by the FDIC. The holders of some 90 mil- 
lion deposit accounts for whom we act as trustees are vitally interested in pre- 
serving the independence of the Corporation so that it will always remain free 
to act promptly and effectively in the interests of those depositors. Their con- 
fidence in the FDIC and in its ability to carry out the Federal deposit insurance 
law is the greatest bulwark we have against a recurrence of the tragic days of 
the bank holiday of 1983. We cannot afford to take any steps which will shake 
that confidence. It is for this reason that we firmly believe that it would be most 
unwise to compel the Corporation to submit to the provisions of title I and thus, 
whether rightly or wrongly, give the depositors of the Nation cause for concern 
that the Corporation's flexibility of action is circumscribed. 

I think I need not emphasize the fact that predictions about banking difficulties 
and estimates as to the needs of the Corporation to pay insured deposits or to 
aid banks in difficulties cannot be accurately made. The Congress, in 1945, was 
satisfied that this could not be done. There is all the more reason today, as we are 
moving in a period of postwar reconstruction, for emphasizing that such predic- 
tions are impossible. The requirements of title I, insofar as the FDIC is con- 
cerned, would be entirely unworkable. Even if we could hazard such estimates, 
it would be folly to make them a matter of public record. To do so would only 
create the very insecurity and fear that the FDIC was established to prevent. 
Even our administrative expenses cannot be accurately forecast because they 
depend entirely upon the extent of our operations in the deposit insurance field. 
Our examining force, its size and its expense, depends upon circumstances that 
are unpredictable. Our other administrative expenses are equally difficult to 
estimate because they will depend upon the number of banking difficulties that the 
FDIC must face in any given year. 

It must be remembered that any budget program which is once approved by 
the Congress, with whatever limitations and restrictions the Congress may de- 
termine to impose upon it, fixes the area of the Corporation’s activities; and it 
would bring on disastrous consequences should the Corporation be delayed or 
prevented from performing its obligations under the law because of inadequate 
estimates or of budgetary limitations. 
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Subjecting the FDIC to annual budgetary approval would serve to undermine 
the confidence of the public which is based upon the belief that we enjoy a 
permanent insurance fund, From year to year depositors might very well be 
concerned as to whether the deposit insurance system will be continued in the 
same effective manner. I don’t believe it would be good for the FDIC to find 
itself involved in the type of publicity that usually accompanies appropriation 
bills, and it certainly would not help to maintain the public’s confidence in us. 

The greater portion of our funds has been paid in by the insured banks and 
represents a trust fund for the benefit of bank depositors. These are not typical 
Government moneys over which the Congress, of course, should exercise a high 
degree of control. These funds are especially earmarked for a specific purpose 
and bank depositors, I feel, have a right to believe that those funds will remain 
intact for their protection. If the FDIC is subjected to budget controls, it is 
not inconceivable that there may soon grow up a feeling that these are Gov- 
ernment funds and that they can be treated as reserves for any purpose—in other 
words, that they can be appropriated for other uses. If depositors should 
entertain the fear that this special trust fund may be so diverted, we could 
hardly blame them for complaining that they have been deprived of their perma- 
nent insurance system. They will then soon recall not only the banking crisis 
of 1933 but also the failure of the earlier Government-controlled State deposit 
funds. And if their confidence in the FDIC is once shaken, it may be impossible 
ever to restore it. 

The Corporation was set up as a corporate instrumentality for the express 
purpose of providing flexibility in operation. This flexibility is essential if the 
Corporation is to carry out the obligations imposed upon it under the law. It 
is no reflection on other Government agencies to say that the public’s confidence 
in the FDIC is, to a large extent, based upon the fact that it has been and can 
be operated as an independent, corporate instrumentality without the usual 
restrictions imposed upon a governmental bureau. 

The Corporation is only one unit in the Federal banking administration. The 
Comptroller of the Currency and the Board of Governors of the Federal Reserve 
Board, together with the Federal Reserve banks, superintend the banking sys- 
tem. Neither the Comptroller of the Currency nor the Federal Reserve System, 
both of whom operate with funds similar to ours, namely, assessments from 
banks, are budgeted or audited. It seems to me the same reasons should apply 
to the FDIC which, as the paying agency, is the more sensitive unit as far as 
the public confidence is concerned. 

The FDIC has but one objective under express law, namely, to insure deposits 
in banks which are members of the Corporation. It is difficult, therefore, to see 
what purpose would be accomplished in submitting a budget program since our 
organic law is already a complete and concise program. We have no broad 
powers nor can we under the law promote extensive programs which the Con- 
gress might wish to review by way of appropriation bills every year. You will 
recall that was one of the arguments for the enactment of the Government Cor- 
poration Control Act. The FDIC has never been accused of venturing into 
unwarranted fields and there is, therefore, no occasion for reevaluating its pro- 
grams every year under title I. Furthermore, through our annual report to 
the Congress and the annual report of the Comptroller General, who audits our 
financial transactions, the Congress, the public, and the insured banks of the 
country are kept advised as to our activities. What’s more, the some 14,000 
insured banks in this country vitally interested in the FDIC and having a 
tremendous financial stake in it, are constantly on the alert to see to it that this 
Corporation continues to be properly managed. 

In the interests of preserving that freedom of action which has made it pos- 
sible for the FDIC to establish its fine reputation we believe it should not be 
included in section 308 of H. R. 3756. 





STATEMENT OF Leo T. CROWLEY, FORMER CHAIRMAN, FEDERAL DEPOSIT INSURANCE 
CORPORATION, JUNE 25, 1947 


As some of the members of the committee know, I served as Chairman of the 
Federal Deposit Insurance Corporation from 1934 until the fall of 1945. During 
this period, I saw deposit insurance reestablish confidence in our banking system 
and grow from an idealistic concept into a strong pillar of support for the 
Nation’s banking system. But my interest in protecting bank depositors long 
antedated my connections with the Federal Deposit Insurance Corporation. 
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During the late 1920's and early 1930’s, I had seen our banking system collapse 
from the ill effects of bad bank supervision and immediately prior to my appoint- 
ment as Chairman of the Corporation, I served as chairman of the banking review 
board of my native State of Wisconsin, which supervised the reorganization 
and reopening of the banks in that State after the banking holiday of 1933. 

Based upon my experience in banking and bank supervision, I believe that one 
of the greatest deterrents to sound bank supervision in this country in the past 
has been the political control to which it has been subjected. The State banking 
systems have been particularly handicapped by the short tenure and frequent 
changes in the State bank commissioners in many States. But in order that bank 
supervision May operate soundly, it must not only be freed from political control 
but must be allowed to operate evenly and without the interruptions and year- 
to-year changes in policy which inevitably result from bringing bank supervision 
under those controls which may be appiied to Government operations generally. 

It is my firm opinion that, insofar as it pinces the Federal Deposit Insurance 
Corporation under title I of the Government Corporation Control Act, the enact- 
ment of section 308 of H. R. 3756 will cause much damage to the Federal Deposit 
Insurance Corporation without accomplishing any substantial benefits. 

In making this statement, I wish the committee to know that I wholeheartedly 
support the objective of bringing Government expenditures under congressional 
scrutiny. I have appeared many times before the Appropriations Committees 
of Congress and I have always believed that Congress should assert its con- 
gressional prerogatives over the expenditure of public money to a greater extent 
than it has sometimes seen fit to do. But the operating revenues of the Federal 
Deposit Insurance Corporation cannot in fairness be viewed as public money. 
These funds have largely been derived from assessments paid by the participating 
insured banks. Out of present resources of approximately $1,100 million the 
banks have paid into the Corporation over $700 million in assessments. These 
payments were made for the protection of depositors and must be treated as a 
trust fund for this purpose alone. The Corporation has always operated con- 
servatively, keeping its expenses to the minimum consistent with its responsi- 
bilities to the banks and to the public. Had the Corporation squandere( its 
funds or recklessly embarked upon transactions questionable either from the 
standpoint of good judgment or legality, there would be some justification for 
restricting its operations as proposed in this bill. But it has done none of these 
things. On the contrary, it has operated with a minimum of regulations, it has 
attempted in no way to trespass on the independence of the banks in conducting 
their operations, insisting only that they charge off their losses as they occurred 
and not suffer them to accumulate. 

It has scrupulously avoided any effort to impose upon the banking system the 
control of credit through the medium of bank examining policy. Cause must 
never be given for belief that the Corporation will be used as an instrument for 
monetary manipulation or credit control. If the Corporation is permitted to 
determine its own expenses for examining banks, free from budgetary limita- 
tions, examinations will never be used to force banks to comply with any pro- 
gram for socialized credit control. Nor should anything be done to warrant the 
fear that funds of the Corporation would ever be diverted for any purpose for- 
eign to the protection of bank depositors. This would quickly undermine the 
confidence of the public in the security of the deposit insurance plan. So long 
as the Corporation’s independence is maintained, its past reputation for con- 
servative and sound administration will protect it from any such fears or beliefs. 
But once the Corporation is reduced to the level of another routine Government 
bureau, whose operations and funds are placed on a year-to-year appropriation 
basis, the public will become concerned lest it be diverted from its original 
purposes into alien channels such as these. 

I am convinced that Congress should not require the Federal banking agencies 
to operate under appropriated budgets or authorizations, because to do so must 
inevitably lead to periodic curtailment of necessary supervisory activities, and 
produce year-to-year ebb and flow in the Corporation’s operations which will so 
dislocate its even functioning that the harm resulting therefrom will be greater 
than any possible benefits sought to be achieved. 

Over the period of 14 years since the deposit insurance law was passed, the 
public has been assured that the Corporation will meet all calls upon it promptly 
without regard to Government fiscal policy generally and that its operations 
will be influenced in no measure by the prevailing tempo of Government bureau 
operations whether these be expanding and free spending, or contracting and 
economizing. If the Corporation is brought under title I, it will be required to 
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operate within budgetary limitations and restrictions. None can foresee what 
the future holds for our economic system. Nevertheless, under this bill, the 
Corporation will be forced to forecast its operations in order to formulate its 
budget program. This very act will tend to undermine public security if the 
Corporation is required to budget its anticipated deposit insurance losses. Study 
of bank losses over the history of the national banking and deposit insurance 
systems indicates that bank failures and losses cannot be predicted with any 
reliable degree of accuracy. As I stated to the Senate Banking and Currency 
Committee in 1945 when this very proposal was being considered, “Mortality 
tables for banks cannot be established.” Even if the Corporation should be 
required to budget only its operating or administrative expenses, there would 
be no basis for accurately establishing these expenses, since operating expenses 
vary.in proportion to deposit insurance losses. 

The Corporation must be measured solely by the needs of the banking system 
and should not be affected by overall policy for Government establishments 
generally. The banking system cannot be kept sound by turning supervision on 
and off. Banks must be brought under scrutiny by the bank supervisory 
agencies at regular intervals in order that the banking system may never again 
be permitted to accumulate losses such as those which brought it to collapse 
in 1933. 

A large portion of the administrative expenses of the Federal Deposit Insur- 
ance Corporation are spent for bank examinations by a corps of trained examiners 
who make a career of their werk. This important work must be carried on with 
certainty and regularity without regard to Government budget programs gener- 
ally. Congress has heretofore given recognition to this necessity by exempting all 
of the Federal bank supervisory agencies from budgetary control and there is no 
reason now for putting the Federal Deposit Insurance Corporation, which is least 
able to forecast accurately its future needs, under this control. This is particu- 
larly true since the Federal Reserve banks, the Federal Reserve Board and the 
Office of the Comptroller of the Currency are completely independent of these con- 
trols, and in view of the fact that in the past there has been some misunder- 
standing on this point, I wish to reiterate that no operating bank is subjected 
to examining supervision at any time by more than one Federal banking agency. 

It is my opinion that the Corporation cannot exercise its functions properly 
if it is deprived of the flexibility of action which it now enjoys. Its strength 
lies in its independence and its reputation for prompt payment of depositors 
without the customary redtape surrounding the collection of Government 
claims. It has never in the past abused the discretionary powers which were 
granted it, and there is no threat that it will act differently in the future. 
There is no need from the standpoint of protecting either the Government, the 
depositors of the Nation, or the banks from which the Corporation derives its 
principal income, to place the Corporatoin under appropriation control. I am 
fully confident that neither the banks nor the depositing public have any desire 
to see the Corporation’s independence curtailed. Although the Comptroller 
General has found cause to criticize the operations of other Government corpora- 
tions, he has said of the Federal Deposit Insurance Corporation that: ‘There 
is every indication that the Corporation’s affairs have been well managed by 
its Board of Directors. Its accounting system is well conceived and its ac- 
counts are well supervised and kept.” 

Since 1935, the Corporation has voluntarily submitted to the Bureau of the 
Budget estimates of its administrative expenditures for the ensuing year. This 
was done, not by way of limiting the Corporation in its expenditures but these 
estimates were purely informational and subject to informal adjustment when- 
ever the situation required. Had budgetary limitations been imposed by ap- 
propriation acts during these years, some of the important programs for clean- 
ing out losses from the banking system could not have been carried through at 
the times and in the manner which the Corporation considered to be most ap- 
propriate for the protection of the depositors and the deposit insurance system. 

In the brief span of 14 years, the Federal Deposit Insurance Corporation 
has banished the fear of bank failures from the minds of the public. It has 
blazed the trail from hoarded currency hidden in mattresses and tobacco cans 
to the present time when no one doubts that his bank deposit will be repaid, if 
not by his bank, then by the Deposit Insurance Corporation. No longer do 
broken people gather before the closed, cold doors of a failed bank and ponder 
their plight while reading the fatal notice announcing the appointment of a re- 
ceiver. Instead, when a bank closes, the depositors calmly await the arrival of 
the claim agents of the Federal Deposit Insurance Corporation who, in a brief 
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period of days, pay off their claims in cash. From the outset, the Corporation 
has operated successfully and, as a banker, a former Government official and 
a businessman, I have always believed that an organization which is operating 
successfully should not be disturbed or upset by forcing it to change its method 
of transacting business. To unnecessarily deprive the Federal Deposit Insur- 
ance Corporation of its independence and flexibility which its corporate structure 
vas designed to furnish, as is proposed in the pending measure, would, in my 
opinion, be a very grave mistake. During its 14 years of life, the Federal De- 
posit Insurance Corporation has not been free from attacks from some who 
would like to restrict its operations and to see its revenues diverted from the 
purposes to which they have been dedicated. This measure may make it pos- 
sible for these opponents to the principle of deposit insurance to achieve their 
objectives. I earnestly hope that this committee will strike the name of the 
Federal Deposit Insurance Corporation from the provision in question. 





FEDERAL Deposit INSURANCE CORPORATION, 
Washington, April 1957. 


MEMORANDUM TO THE BoARD OF Directors RE PROPOSED BILL To AMEND THE 
GOVERNMENT CORPORATION CONTROL Act (H. R. 8332) 


The Bureau of the Budget has requested our views on a draft of a bill to 
amend the Government Corporation Control Act, as amended. The proposed 
Bureau of the Budget letter to Congress to accompany the proposed legislation 
states that it is designed to carry out the President’s recommendation in his 
1956 budget message that the Government Corporation Control Act be amended 
“to provide for budget and audit control over Government corporations which 
are authorized, directly or indirectly, to obtain or utilize Federal funds.” 

Under the draft bill this Corporation, with several mixed-ownership Govern- 
ment corporations and all wholly owned Government corporations, would be 
made a “Government corporation” and, as such, would be subject to annual 
budget review, including limitations on its use of its funds, by the Bureau of 
the Budget and Congress and subject to broader audit by the General Account- 
ing Office, so long as it is authorized to borrow Government funds. 

No need has been demonstrated for budget control of the Corporation. It 
is important to note at the outset that there has been no charge of extravagant 
or improper use of funds in the operations of the Corporation during any time 
since it began operations almost a quarter of a century ago. Further, the 
continued efficient operation of the Corporation is adequately assured by the 
interest of insured banks in their assessment costs and assessment credits re- 
sulting from such operations, as well as by the fact that the Corporation is 
regularly audited by the General Accounting Office. Insured banks are fur- 
nished with the Corporation’s annual report to Congress, which includes the 
audit report, and also a special report on operations each year. 

The entire case for budgetary control is based, first, on the fact that the 
Treasury is directed by law to loan the Corporation not in excess of $3 billion 
outstanding at any one time, if requested by the Corporation and, second, on the 
caim that the Government has a “potential exposure of $105 billion as a conse- 
quence of deposit insurance.” 

1. Subjection of Corporation to budget control because of its $3 billion borrow- 
ing authority is inconsistent with the proposed exclusion from such control of 
other corporations with authority to borrow from the Government or with obli- 
gations which are direct obligations of the Treasury.—The authority to borrow 
$3 billion from the Treasury, if needed for deposit insurance purposes, would 
bring the Federal Deposit Insurance Corporation under the proposed bill with 
its budget controls, but the power to borrow from the Treasury is a criterion 
that is not applied to other corporations with respect to the proposed scope of 
the Government Corporation Control Act. The Federal home loan banks, which 
will be excluded from the Government Corporation Control Act under the pro- 
posed legislation except for audit, are authorized to borrow $1 billion from the 
United States Treasury (12 U. 8. C. 148 (i)); and the Federal land banks, also 
to be excluded, are authorized to borrow $300 million through the Federal Farm 
Mortgage Corporation (12 U. 8. C. 1020c, c-1, and d). Further, the financial 
responsibility of the Treasury for possible borrowings by the Federal Deposit 
Insurance Corporation is far less than its responsibility for actual obligations 
of the Federal Reserve banks. The Federal Reserve banks, which it is not pro- 











84 AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 


posed to place under the Government Corporation Control Act, have outstand- 
ing over $25 billion of notes that are a direct obligation of the Treasury (12 
U. S. CG. 411), and have authority to issue large additional amounts of such 
notes. 

2. There is no “potential exposure” to the Government in the operation of 
deposit insurance beyond the $3 billion borrowing authority.—The argument 
that the insurance operations of the Corporation involve ‘‘a potential Govern- 
ment exposure” of $105 billion is based on an estimate of insured deposits, and 
apparently assumes that the insurance of deposits represents a Government 
guaranty. This is not the case either directly or indirectly. In fact the maxi- 
mum exposure of the Government is $3 billion, for the Treasury is prohibited 
by law from holding more than that amount of obligations of the Corporation. 
Those responsible for the passage of deposit insurance legislation had not the 
slightest intention of providing a Federal Government guaranty of deposits. In 
answer to a specific question on this point, Senator Carter Glass, the chairman 
of the Senate Committee on Banking and Currency, declared on the floor of 
the Senate that: 

“There is no language in the bill that ought to cause any man of ordinary 
intelligence to think that the Government has anything further to do with it 
than its initial subscription of $150 million, which members of the committee 
regard as a recapture fund * * *” (Congressional Record, vol. 77, pt. 4, p. 3729). 

Further, an assumption that a eontingency may occur under which the 
Corporation would need funds to pay all insured deposits presumes that every 
bank in the country will fail on or about the same date—an economic disaster 
of such magnitude as has never occurred in the history of this or of any other 
nation. If it is appropriate to apply budgetary control to the Corporation im 
anticipation of such a contingency, then it-would appear to be necessary also to 
apply budgetary controls to many other institutions; for example, to life insur- 
ance companies on the ground that the Government will have a responsibility to 
survivors in the event of a catastrophic epidemic or an atomic attack. 

3. The Corporation should not be regarded as a wholly owned Government 
corporation and subjected to the same budget control as such corporations.—Since 
the retirement of the Corporation’s capital, there is no basis in the law for any 
contention that the Corporation is owned by the Government. Congress has on 
several occasions refused to include the Corporation within the definition of 
wholly owned Government corporation. There is no provision in the law that 
residual assets of the Corporation shall pass to the Government upon liquidation 
of the Corporation, as is provided for the 12 Federal Reserve Banks (12 U. 8. C. 
290). Nor are any earnings of the Corporation paid into the Treasury, as in 
the case of the Federal Reserve banks. 

The mutual character of the Corporation has been recognized. Congressman 
Steagall, who was chairman of the House Committee on Banking and Currency 
when the legislation creating the Corporation was enacted, stated, with reference 
to that legislation: 

“This bill seeks to establish a mutual insurance system supported and main- 
tained by the banks themselves, in their own interests as well as for the benefits 
of their depositors.” (Congressional Record, vol. 77, pt. 4, p. 3837.) 

The report of the House Banking and Currency Committee on that legislation 
stated : 

“* * * The bill does not provide that the Government shall guarantee the pay- 
ment of deposits; but it does provide and require that the banks under Govern- 
ment supervision and regulation shall mutually guarantee the deposits of each 
other through the medium of a Government-controlled instrumentality designed 
for that purpose; and that the banks shall make such contributions to the insur- 
ance fund provided for, from time to time, as may be necessary to provide for the 
payment of all deposits in banks which may be closed ; and that such contributions 
shall be made by the banks in proportion to the amount of their deposits (H. Rept. 
No. 150, 73d Cong., p.5) * * * 

“* * * The measure provides a mutual insurance plan for banks” (id., pp. 
6-7). 

Funds of the Corporation are provided by its member insured banks just as the 
capital stocks of the Federal home loan banks, the Federal land banks and the 
Federal Reserve banks have been provided by their member institutions. There 
is the same voluntary membership, in that any insured bank may withdraw,’ 


1 National banks may withdraw upon conversion of State bank, and State Bank members 
of Federal Reserve System may withdraw by terminating their membership in the System. 
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that distinguishes funds of all these corporations from funds appropriated from 
taxes. Consistency of treatment would therefore require that this Corporation 
be likewise excluded from budget controls. 

4. Subjection of the Corporation to budget control is inconsistent with the 
principle of keeping a monetary agency free from political interference.—It is 
doubtful if there is any serious disagreement with the proposition that a mone- 
tary agency should be free from political influence. In the case of any agency 
dealing directly with the volume of circulating medium, political interests may 
seek action which is destructive to the principles which Congress itself had 
previously laid down for the conduct of such an agency. There is no question 
that it is within the authority of Congress to establish such principles and to 
alter them whenever it so desires, but once established their implementation 
requires a maximum degree of independence for the agency concerned, free from 
the annual influence of budget control. For it must be remembered in this 
connection that control of the purse strings means more than efficiency control; 
it means power to influence operations and policy. 

In 1983 the report of the House Committee on Banking and Currency ac- 
companying the legislation creating this Corporation contained the following 
statement: 

“* * * Experts advise us that more than 90 percent of the business of the 
Nation is conducted with bank credit, or check currency. The use of bank 
credit has declined to the vanishing point. The public is afraid to deposit their 
money in banks, and the banks are afraid to employ their deposits in the exten- 
sion of bank credit for the support of trade and commerce. Businessmen and 
investors are victimized by the same fear. The result is curtailment of business, 
decline in values, idleness, unemployment, breadlines, national depression, and 
distress. We must resume the use of bank credit if we are to find our way out 
of our present difficulties” (H. Rept. No. 150, 73d Cong., p. 6). 

The Corporation is a monetary agency established by the Congress under its 
power to provide and control the Nation’s circulating medium, or supply of 
money. The monetary functions of the Corporation, around which all its oper- 
ating duties center, are, first, to restore a portion of the circulating medium 
which has become destroyed or become temporarily unavailable because of bank 
failure, and, second, to help maintain a sound banking system and thereby pre- 
vent contraction of circulating medium because of bank failure. The monetary 
functions of the Corporation were clearly uppermost in the minds of the archi- 
tects of deposit insurance, they are well defined in the law, and they have been 
so recognized by the Federal Reserve System. In connection with the hearings 
in 1950 on the Federal Deposit Insurance Act before the Senate Committee on 
Banking and Currency, the Chairman of the Board of Governors of the Federal 
Reserve System inserted in the record of the hearing a staff study which included 
the following statement (pp. 110-111) : 

“As the agent primarily responsible for monetary stability, the Federal Re- 
serve System is vitally interested in the functioning of an insurance program 
which has as its primary objective the removal of one of the prime causes of 
monetary instability. Deposit insurance is potentially one of the more impor- 
tant reforms directed to greater monteary stability by the banking legislation 
of the 1930's. In essence, these banking reforms aimed at preventing a repe- 
tition of the wholesale destruction of the money supply that occurred between 
1929-33. * * * From the individual’s standpoint, deposit insurance provides 
protection, within limits, against the banking hazards of deposit ownership. But 
the major virtue of deposit insurance is for the Nation as a whole. By assuring 
the public, individuals, and businesses alike that their cash in the form of bank 
deposits is insured up to a prescribed maximum, a major cause of instability 
in the Nation’s money supply is removed.” [Emphasis added. ] 

The monetary functions of the Corporation are reflected in its operating duties, 
but the importance of these duties is sometimes forgotten during years of eco- 
nomic prosperity. For this reason a brief review of these duties is warranted. 
When the Corporation acts to restore circulating medium which is in danger 
of being destroyed or of becoming unavailable as a result of bank failure, it 
exercises powers which have an important bearing on the economic life of the 
country. In the case of an insured bank which becomes involved in serious 
financial difficulties, the Corporation may take one of a number of actions. If 
the bank is placed in receivership by the appropriate supervisory authority, the 
Corporation may pay the depositors of that bank the amount of their insured 
deposits, or it may determine that its interests, as well as the interests of the 
depositors, are best served by rendering financial assistance to permit the re- 
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opening of the bank, or to facilitate an assumption of the liabilities of the closed 
bank by another insured bank. If the bank has not yet been placed in receiver- 
ship, the Corporation may provide funds to facilitate a merger, or may render 
assistance to the distressed bank to enable it to continue operations. 

In a period of economic crisis, when great numbers of banks both large and 
small may be in difficulty, decisions by the Corporation may be as important and 
have as far-reaching consequences as those made by officials of the Federal Re- 
serve System. During such times the pressures to which the Corporation will 
be subject from individuals, from banks, from Government authorities, and 
from many other sources will undoubtedly be intense. The pressures will be of 
the same nature as those which will bear upon the Federal Reserve System. It 
is during such times that it is of crucial importance that the Federal Deposit 
Insurance Corporation be in a position in which its decisions can be made solely 
with a view to carrying out its monetary functions. 

Operating duties relating to liquidation of assets acquired as a consequence 
of disbursements to protect depositors also require decisions which can be im- 
portant in the monetary sphere. Section 11 (d) of the Federal Deposit Insurance 
Act requires that in liquidating assets the Corporation give “due regard to the 
condition of credit in the locality * * *.” Thus the Corporation is not permitted 
to consider only the loss which it may sustain. If we assume a period of crisis, 
such as 1930-33, the Corporation may acquire billions of dollars of assets within 
a relatively short time, the disposal of which may play a significant role in the 
acceleration or alleviation of the crisis. 

Action taken by the Corporation to protect depositors of failing banks or to 
liquidate assets acquired thereby may be of a national significance only during 
periods of economic depression, or if there is a failure of a very large bank. 
However, in its operating activities relating to supervisory duties the Corpora- 
tion is daily engaged in helping to maintain a strong and stable banking system. 
In addition to examination activities there are supervisory duties which are 
quasi-judicial in nature. For example, Corporation officials must pass on appli- 
cations for new banks, for branch offices and for mergers of existing banks, and 
upon recommendations from its examiners that insurance be withdrawn from 
banks operated in an unsafe or unsound manner. The nature of these supervi- 
sory activities requires a degree of impartiality and objectivity in decisions 
which might be impossible to assure unless the Corporation retains its inde- 
pendent status. For example, proper operation of deposit insurance necessitates 
(and the law requires) that there be no discrimination against State banks not 
members of the Federal Reserve System. Decisions relating to withdrawal of 
insurance from a bank because of its unsafe and unsound operation must be 
taken solely with regard to the merits of the case in terms of the Corporation’s 
duty to help maintain a sound banking system. How well can these, and other 
objectives, be accomplished if the Corporation is subjected to influences which 
may be inclined to give weight, for political purposes, to the pressures which 
inevitably arise in such instances? 

5. Since 1933 the Congress has repeatedly affirmed its original decision to 
establish an independent corporation and has rejected every attempt or proposal 
to subordinate the Corporation to any other agency.—In 1933 the Congress re- 
jected a proposal to subordinate the Corporation to the Federal Reserve System 
and announced its intention of organizing an “independent” Corporation (Con- 
gressional Record, vol. 77, pt. 6, p. 5862). It has never deviated from that posi- 
tion, whether with respect to the Federal Reserve or to any other Government 
agency. 

The attempt in 1947 to subject the Corporation to budget control aroused 
virtually unanimous opposition and the Senate rejected the proposal by a vote 
of 83 to 1. During the course of the debate on this legislation Senator Vanden- 
berg declared : 

“* * * The FIDIC is on all fours with the Federal Reserve System with respect 
to the fiscal structure of the American economy. No one has yet had the 
temerity to propose that the Federal Reserve System should be robbed of its 
independence and subordinated to a political bureau of the Government. Yet, 
here is an institution which is even more sensitive with respect to the necessities 
for its independence, and we confront a conference report which for the first 
time proposes to make it possible for political controls to determine what happens. 

“T am not so much afraid of what the political controls would do, because I 
assume that they would have an adequate respect for this institution. But 
I am saying that the fundamental importance and value of the Federal Deposit 
Insurance Corporation is psychological; it is the faith that for 15 years America 
has demonstrated it has in this institution. At the moment when the FIC 





i 
( 


as 


a a 


~~ — 


— A 


a tinh ne. te oe ot 


int 


~~ 


<---eeaa ae LO 





AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 87 


is about completing $1 billion of earnings of its own, so that it can eliminate all 
Government capital, at this time when there is a billion dollars of money avail- 
able in the Treasury of the FDIC, if the American people read that, at long 
last, in Washington something is going on which indicates that the political 
powers are restless and will remain restless until they can get their hands upon 
this great institution, the effect will be most deplorable. * * * I am confining 
myself to this fundamental conception, because I submit, Mr. President, that 
the one thing in the economic life of the United States which is basically essen- 
tial is the maintenance of banking confidence, which is dependent, fundamentally 
and primarily, upon the continuing independent sancity of the Federal Deposit 
Insurance Corporation.” (Congressional Record, vol. 93, pt. 8, p. 10123.) 

In 1950 the conference report on the Budget and Accounting Procedures Act 
retained the language of the Senate amendment which provided that the term 
“appropriations” would “include any other authority making funds available for 
obligation or expenditure.” The conference report, signed by Congressman Daw- 
son, as one of the managers on the part of the House, contains the following 
statement with reference to the Corporation: 

“In retaining the language of the Senate amendment, the committee wishes 
to make it clear that it is not intended to * * * affect the Federal Deposit In- 
surance Corporation or its funds. The funds of the Federal Deposit Insurance 
Corporation are received from assessments on insured banks and are used only 
for the purposes of deposit insurance. These funds have never been under the 
Budget and Accounting Act for the reason that they are not Government moneys 
or appropriations and there was no intention of including such funds in this 


amendinent” (H. Rept. No. 303, 81st Cong., p. 2; Congressional Record, vol. 96, 
pt. 10, p. 13988). 


Throughout the years there have been many men and women of the 
Congress who have been tolerant of my shortcomings, and I want to 
express my appreciation to the committee. 

Mr. Horrman. I note you refer to the prior congressional record of 
our former colleague, Mr. Steagall, but I do have a personal recol- 
lection of his attitude on this matter. 

The only thing that bothers me, Mr. Chairman, is that you intro- 
duced this bill by request. Now what is back of it?) Who wants it? 

The Cuamman. The Bureau of the Budget. 

Mr. Horrman. Why? They did not tell you? 

The Cuarrman. The President submitted it to Mr. Rayburn and it 
was referred to us. 

Mr. Horrman. You mean the President sent it to Mr. Rayburn / 

The Cuarrman. Yes, to the Speaker of the House. 

Mr. Horrman. Who sent it tothe Speaker? You say the Bureau of 
the Budget? Have you had the Bureau of the Budget on? 

The Cuatrman. Yes; the Bureau of the Budget was the first 
witness. 

Mr. Horrman. Would you mind telling me, so I will not have to 
read it, as to why they want it? Is it just for more power, or what? 

The Cuarrman. There is a representative of the Bureau of the 
Budget sitting right behind you who could probably answer it. 

Mr. Sripman. This was ree ommended, Mr. Hoffman, by the Presi- 
dent. 

Mr. Horrman. Do you think the President knows anything about 
it? 

Mr. Seipman. Yes, I am absolutely certain. 

Mr. Horrman. How can he, with all his problems? As far as I 
am concerned, it is all nonsense to tell us that the President asked 
for this, that, or the other, because it is an absolute impossibility for 
him to know about all these things. 
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Mr. Semman. This is a matter specifically approved by the Presi- 
dent. It was reflected in a written paper considered: and diseussed: by 
the full Cabinet. 

Mr. Horrman,. All right, who advised the President that we needed 
it? I want to know the original author of this proposal. That is 
what I am after. 

The Cuamman. That is the $64,000 question. Ask him who ad- 
vised him. 

Mr. Horrman. We cannot ask the President to come as a witness, 
of course. Oh, there may be some Congressmen who would. 

Mr. Sempman. I don’t think as a career man I am in a position to 
say who advised the President. I think Mr. Wolcott probably could 
answer that better than I could. 

Mr. Horrman. What is your right title? 

Mr. Wotcorr. They call me “Mr. Chairman.” 

Mr. HorrmMan. Putting the title ahead of it, do you know who wants 
this and why? Or is that an embarrassing question? Seriously, Mr. 
Chairman, | would like to know who wants it and why they want it. 
Now, it is no answer to that question to say “the President.” 

The CuarrMan. This is not the first time that this question has been 
raised and brought to the Congress. 

Mr. Horrman. I know, but I was away on some of the other oc- 
casions. We have turned it down all along the road. 

The Cuarrman. All through the years, but they come back with it 
and we are considering it now. 

Mr. Horrman. Do they think we will get weak or something? Will 
you answer that, Mr. C hairman? 

Mr. Wotcorr. I should think there is certainly much more strength 
in the Congress than there was when I was here. 

Mr. HorrmMan. You think what? 

Mr. Wotcorr. I am being modest. I say I think there is much more 
strength, moral, spiritual and intellectual strength, in the Congress 
now than there was when I was here. 

Mr. Horrman. I am serious about it, Mr. Chairman. I am not 
always able to accept the statement that the President is recommending 
something. Even members of Congress cannot even begin to know 
all that is going on. 

Mr. Woxcorr. I should say this: The Corporation, so far as I 
know—it might have been before my time, of course, but they were 
not consulted, and the Corporation took no definite stand on this 
previous to the President’s suggestion. 

Mr. Horrman. Maybe you can find out, Mr. Brown. 

Mr. Brown. First of all, I want to congratulate the gentleman on 
the clarity of his statement and presentation. 

I note with interest that your transfer from the legislative to the 
executive branch in no way dulls your ability to m: ake a statement 
of this kind. 

I had the pleasure and the opportunity of getting hold of a copy of 
this late yesterday evening, and read it rather { thoroughly at home, and 
have read it again this morning. 

On page 6, if my memory serves me correctly, you point out that 
the FHA and the Federal land banks, are both authorized to with- 
draw funds from the Treasury under ‘certain circumstances, but are 
not covered by this bill. Why not? 
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In other words, if the FDIC should be covered simply because it 
has the power or the authority to go to the Treasury and obtain 
credit. up to $3 billion in case of need, they why should these other 
organizations that have the same power and authority not be covered ? 

Do you know why they were left out ? 

Mr. Wotcorr. The Federal home loan banks have authority of a 
billion dollars. The Federal land banks have $500 million. 

I believe the only difference might be that the FDIC Act authorizes 
the Treasury, and it is directed to make the $3 billion available. 

Mr. Brown. And the other is not directed; it is just authorized ? 

Mr. Wotcorr. I believe so. 

In practice and effect, there is no difference. I doubt very much 
whether the Treasury, if they could find the money 

Mr. Brown. For years, as a ranking member of the Banking and 
Currency C ommittee, and also as chairman of that committee for sev- 
eral sessions of Congress, you, of course, were in close touch with not 
only this organization, FDIC, but also with the FHA, the Federal 
home-loan banks, and practically all of our lending agencies. 

Do you have any information other than is contained in your state- 
ment here as to any partic ular need for this type of legislation for 
these particular agencies ¢ 

Mr. Wovcorr. I should like to confine my remarks, of course, 
specifically to the FDIC. 

Mr. Brown. We want your broader opinion, because your studies 
and your experiences have been broader than just the FDIC. 

Mr. Worcorr. I think all of these agencies have some influence, 
some bearing upon the stability of our monetary operations, althcugh 
much more indirectly than the FDIC has. I think you would have 
to evaluate the necessity for it on whether these agencies contribute 
either directly or indirectly to the money supply of the Nation, and I 
think that should be perhaps the criterion, whether they should be 
brought in. 

We know we are. I cannot speak for the others. 

Mr. Brown. The Federal Reserve System also deals with banks. 

Mr. Wotcorr. They have 27 billions outstanding. 

Mr. Brown . Twenty- -seven billion outstanding. They also have 
great effect, of course, on our financial structure and on our national 
economy as a whole? 

Mr. Wovcorr. That is right. 

Mr. Brown. Do you know any reason or any argument, let’s put it 
that way, why this type of a bill, if it is enacted into law, should af- 
fect only the FDIC and not affect the Federal Reserve banks? 

Mr. Wotcorr. I might say that there is every reason why the Fed- 
eral Reserve should not be brought into the act and for the same rea- 
sons the FDIC should not be brought into the act. 

Mr. Brown. Let meask you another question. 

If I recall correctly, as a corporation, the FDIC makes an annual 
report to the Congress. 

Mr. Wotcorr. Yes. 

Mr. Brown. Which is pretty well broken down ? 

Mr. Wotcorr. Very thoroughly. 

Mr. Brown. Astodetail. The FDIC is also audited, isn’t it? 

Mr. Wotcorrt. Yes, sir. 

Mr. Brown. Who does that auditing ? 
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Mr. Wotcorr. The General Accounting Office. 

Mr. Brown. And the General Accounting Office is an arm of the 
Congress which also created the FDIC? 

Mr. Wo corr. It isthe agency of the Congress. 

Mr. Brown. The arm or the agency ? 

Mr. Horrman. No, the agency, Mr. Brown, as he said. 

Mr. Brown. There is a diversity of use of the English language. 
Just look at the first word in the dictionary and you will learn there 
are several interpretations. 

The General Accounting Office makes a report to the Congress on 
that audit, doesn’t it ? 

Mr. Wotcortr. That is right. 

Mr. Brown. Has there ever been any criticism, by the Accounting 
Office, of the conduct, the financial conduct, of the budgeting or activi- 
ties of the FDIC ¢ 

Mr. Wotcorr. In private conversations and perhaps public an- 
nouncements they have been very laudatory in their praise of the 
Corporation, the manner in which the business of the Corporation is 
conducted. 

Mr. Brown. I believe in your statement you made a very good 
point, which perhaps should be emphasized, Mr. Chairman; that it 
is an impossibility in an organization or institution like FDIC to 
budget exactly what its expe nditures may have to be in the 12 months 
or more ahead. 

The fact of the matter is most of these budgets are made 18 months 
ahead, or 6 months ahead of the new fiscal year usually when they 
are submitted. 

Is it your fixed opinion from your experience, both in Congress 
where you kept track of this Corporation and its operations, and as 
FDIC Chairman, is it your opinion that it would just be practically 
a financial impossibility, a fiscal impossibility, let’s put it that way, 
to make any sensible budget ? 

Mr. Wo xcorr. In that respect I have quoted Senator Vandenberg, 
I think he put it lots better than I can. We cannot look a year ahe: ad 
and determine with any degree of accuracy, we cannot determine what 
the economic condition of the country is going to be, and we have these 
ups and downs in losses and in administration costs as the economy 
goes up and down. 

Now if you could look into a erystal ball and — —_ the economy 
is going to be from—I was going to say year to year, but it would 
have to be on a shorter period ‘than that, if we abl find out definitely, 
which we cannot, of course, what the economy is going to be next 
month, we would know where we were going and we could arrange 
our budget proportionately as the economy expanded or contracted. 

Mr. Brown. As I understand the operation of the FDIC, you do 
not wait until a bank closes 

Mr. Wotcorr. No, sir. 

Mr. Brown (continuing). To begin to check in and see what the 
conditions and situations are there, but instead you keep a rather 
constant check, is that correct ? 

Mr. Wotcorr. Yes. 

We feel it is our duty to do that. We help out the banks. As a 
matter of fact, the law contemplates that we do everything we can 
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to maintain the stability of the banking structure throughout the 
Nation, and we have to keep a constant watch. 

Mr. Brown. What is the practice of the FDIC? What has it 
been—let’s take a hypothetical case—in periods or times like these 
when there are some difficulties being encountered in different sections 
of the country, especially in certain areas where manufacturing and 
employment are down ? 

Do you feel it is necessary, does the Corporation decide, that closer 
checks and checks more often perhaps, should be made in that area? 

Mr. Woxcorr. That is right. 

Mr. Brown. Just to be sure that something does not go wrong. 

Mr. Wotcorr. We have a detailed report on every bank. We have 
what we call the problem banks which we watch very closely. 

Mr. Brown. And you have more of those in times like these ? 

Mr. Wo corr. Well, we haven’t had a significant increase yet, but 
we expect that if conditions such as you describe were to continue 
long there might be a few more. And we have some serious problem 
banks which are examined much more closely and more frequently 
than the other banks. 

Mr. Brown. Then often, as I understand it, if a bank should fail 
for any reason—I recall an instance of where someone stole a lot of 
money out of some bank 

Mr. Woxcorr. Most of our losses have been through defalcations. 

Mr. Brown. You then arrange for some other bank to take over 
the assets? 

Mr. Woxcort. Yes. 

Mr. Brown. And to carry this, and to set it up so it is handled 
that way? 

Mr. Wotcorr. There are 2 or 3 ways we can work. We can com- 
bine the old bank, we will call it, with a new bank, and continue the 
insurance of the deposits so that the depositors can go into the new 
bank and take out their deposits practically on demand, although they 
are not only demand deposits sometimes, and then we can merge the 
two banks if necessary, or the !2w provides, if we find it advisable, 
and there will be less likelihood of a bank failing, we have the au- 
thority to go in and put a subordinated deposit in the bank. 

Mr. Brown. Of course I think we have the right to assume that if 
the depositors in any one of these particular banks where defalcations 
might occur knew in advance that such things were going on, they 
would have taken their money out early, wouldn’t they ? 

Mr. Wotcorr. That is why we are fearful about this situation here. 

Mr. Brown. And I presume that if the FDIC had any idea that 
something like that was going on, they would order a special audit, 
wouldn’t they ? 

Mr. Wotcorr. Oh yes. 

Mr. Brown. And of course you cannot anticipate that always in 
advance, can you? 

Mr. Wotcorr. I think probably one of the most important things 
contained in this bill is the psychological effect which it might have 
upon depositors. . 

Now if we start fooling around, as I have said, with the FDIC, it 
gets out to the people that, well, perhaps everything is not all right in 
FDIC, “FDIC insures my deposits; I had better look into this; they 
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are doing something down there in Washington that we do not under- 
stand about, but nevertheless there must something behind this. 
There must be a little fire behind this smoke. So I think that I shall 
draw my $10,000 or whatever it is out, and I shall put it in the can in 
the backyard again and bury it.” 

They will lose confidence in the Federal Deposit Insurance Cor- 
poration which insures the deposits. That is the psychological factor 
which we have been talking about. I think it has a great deal to do 
with the stability of our economy. 

Mr. Brown. And of course that position or thought of the people 
would be supported by the action of the Congress. They would point 
to that as a reason. 

Mr. Woxcorr. I think this is the worst time that this could be done, 
when we are trying to build confidence. 

The Cuarrman. Mr. Michel. 

Mr. Micneu. No questions. 

Mr. Horrman. Is it true that where the Congress has authorized 
a project and appropriated the money, the Bureau of the Budget can 
say, “Well, you must not spend that this year?” Some suggested that 
they could and did. 

Mr. Wo corr. Congress has authorized it ? 

Mr. Horrman. Yes; you want to build a little dam on some stream 
that runs through my district 

Mr. Woxcorr. Even though the budget has recommended it ? 

Mr. Horrman. Yes; we have gone so far that we have authorized the 
project, have appropriated the money and spent part of it. Then can 
the Bureau of the Budget say this year they do not think they need 
that ¢ 

Mr. Wotcorr. I doubt very much whether the Bureau of the Budget 
can say that. 

Mr. Horrman. Or recommend ¢ 

Mr. Woxcorr. The President could veto any bill which you pass 
making money available. 

Mr. Brown. Excuse me. Isn’t it true, for instance, in connection 
with some public works appropriations and authorizations the Con- 
gress has passed, that in the past either the President or the Bureau of 
the Budget or someone has said, “Well, regardless of what Congress 
has done about it we are not. going to spend the money.” 

Do you remember the airplane appropriations ? 

Mr. Wotcorr. Yes. 

Mr. Horrmaw. Is that true? 

Mr. Wotcorr. I think that theoretically the Congress could compel 
the use of the money if it wanted to go that far, notwithstanding 
the attitude of the President or the Bureau of the Budget. 

Mr. Brown. How? We don’t have an army. 

Mr. Wotcorr. By directing them to. 

You could direct the Public Roads Administration, for example, 
to take any part of the allocation of the appropriation of moneys 
and you could direct them to build a certain road with it. I assume 
you could. The Congress has that power. 

Mr. Horrman. Suppose as Mr. Brown says, we authorize it 
and 

Mr. Brown. We never direct. We authorize. 
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Mr. Horrman. We appropriate it and they have it down there but 
they say, “I guess we won’t spend it.” 

Do t ey have that authority or do they practice it? That is 2 
questions in 1. 

Mr. Wotcorr. I do not think I should answer that because I do 
not know how it is done. I know it has been done. They have the 
influence and have done it. How they do it I do not know, but a 
parently I think the Bureau of the Budget, being the agency of th 
White House, informs the department ‘involved that it is not the 
President’s desire that this particular money be used for that pur- 
pose. I think they respect the wishes of the President, which is prob- 
ably announced by the Bureau of the Budget as the President’s atti- 
tude. 

They hesitate to do something that the Bureau of the Budget, act- 
ing for the President, doesn’t want them to do. 

Mr. Brown. Will you yield there ? 

Mr. Horrman. Yes. 

Mr. Brown. Let’s take a specific instance. Suppose this bill was 
enacted into law and the FDIC has decided it should have 3 investi- 
gations, audits, or studies of these banks, but the Bureau of the 

3udget comes along and says in the budget you shall just have 2. 
Then what position will your Corporation take? Then what will 
you do? 

Mr. Wotcorr. I think if we were under the Bureau of the Budget 
we'd have to comply. 

Mr. Brown. You would have to limit it to 2, although in the judg- 
ment of your Corporation as to the condition of the country, and the 
financial problems confronting the banks, suggested in your wisdom 
you ought to have 3 ¢ 

Mr. Woxcorr. Right, because undoubtedly the money would not 
be available to us. 

Mr. Horrman. It is my understanding that you testified in sub- 
stance at least that the General Accounting Office had not been crit- 
ical of any expenditures. 

Mr. Worcorr. Very laudatory. 

They told us in private conversations and I think their reports will 
bear out the fact that the Federal Deposit Insurance Corporation has 
been managed in its functions probably as well if not better than 
other Government cor ‘porations. 

From the conversations we have had with them they are quite proud 
of us. 

Mr. Horrman. Of course, you remember that there are 2 committees 
in the Congress, 1 in the Senate and 1 here to which they report every 
year from which we get our leads for investigations. 

In view of the fact that your organization has not. been criticized, 
it seems to me that that is proof positive that it is getting along all 
right. If GAO cannot find it with their thousands of employees, does 
it remain for the Bureau of the Budget to think that you needed some 
control or supervision ¢ 

Mr. Wotcorr. We do not think so. 

Mr. Horrman. Do you know of any agency or group other than the 
Bureau of the Budget that has complained ? ? 

Mr. Wotcorr. We donot. 

Mr. Horrman. Have you any idea as to why they are doing it? 
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I am getting back to my first question. 

Mr. Wotcorr. Yes, I see you are. 

Mr. Horrman. You see, I am perfectly willing to accept your state- 
ment because I know that at least for the last 23 years you have had, 
and Mr. Steagall, too, part of that time, a complete knowledge, as 
complete as any knowledge can be, of what is going on in this particu- 
lar Corporation. I can see no reason for the committee wasting too 
much time on it unless someone can come up with some reason for it. 

Mr. Woxcorr. Well, as Senator Vandenberg said, it would be a 
travesty and a crime to do it. 

Mr. Horrman. A what? 

Mr. Woxcorr. A travesty or a crime to bring us under the Bureau 
of the Budget. Perhaps he said that for purposes of emphasis. Per- 
haps it is not literally true. 

I do not know that it would be a crime. 

Mr. Horrman. For how many years has the Bureau of the Budget 
been trying to get this thing across? 

Mr. Wotcorr. We know somebody has been trying to get it across 
since 1947. 

Mr. Horrman. Since 1947 ? 

Mr. Wotoorr. Yes. 

Mr. Horrman. And are the conditions or the reasons now, today, 
any different than those which have been presented over the years that 
you were on the Banking and Currency Committee ? 

Mr. Wotcorrt. I do not believe so. 

Mr. Henverson. Chairman Wolcott, just a few questions. 

First, in your staff memorandum that was submitted with your 
testimony this morning, it questioned whether or not the FDIC was 
a wholly owned Corporation by the Government. If it is not a wholly 
owned Corporation, can you tell us what its status is? 

Mr. Wo corr. It is not owned by the Government. There isn’t 1 
cent of Government money in there. I do not know just how to put 
it. I have thought sometimes that it might be classified as an inde- 
pendent mutual trust created within the framework of the Federal 
Government. But all the money in the Corporation, the deposit in- 
surance fund, is raised by assessments on the banks. They pay us 
one-twelfth of 1 percent as assessments on their total deposit volume. 
We put 40 percent of the assessments into the insurance fund and 
then we give them an assessment credit of the 60 percent back to the 
individual banks less our administration costs and our losses. I do 
not know definitely, but I think that probably they get back pretty 
close to 50 million, don’t they ? 

Mr. Copurn. Yes, they get a credit of 56 percent of their total 
assessment. 

Mr. Henperson. Now do the banks that pay these assessments have 
any part in making the policies of the Corporation. 

Mr. Woxcorr. I do not know as I understand just what you are 
getting at there, but the banks are examined, of course, and through 
the examinations they make their wishes know n, and wearec onstantly 

talking with banks as to their problems and with the banking asso- 

ciations. We usually find out in the negative as to whether we are 
doing anything that is detrimental to their wishes. If their criti- 
cisms seem well founded, we discuss it with them and try to reconcile 
the differences. 
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Mr. Henperson. My question was mainly directed to the status 
such as I raised before. The banks that pay the assessments are by 
no stretch of the imagination like stockholders or any similar cate- 
gory that would at any time have anything to say about formulating 
the policies of the organization. 

Mr. Woxcorr. Except that they are represented by the association 
and there is a contact. with individuals as our examiners contact them. 

Mr. Henperson. Yes, so that all the policies are made by the board 
of directors of which you are the chairman ¢ 

Mr. Wotcorr. Yes, in the final analysis. 

Mr. Henperson. You said on page 5 of your testimony that— 
The ever-alert interest of banks in a reduction of assessments or an increase in 
assessment credit provides an industry safeguard that will curtail any tendency 
toward extravagance or waste. 

And I think you were oat ae to extravagance or waste in the 
administration of the FDIC. Could you tell us how that would 
apply ¢ 

Mr. Wotcorr. What I had in mind there was there has been peren- 
nially a movement by some bankers or groups of bankers to get the 
assessment rate reduced. It is now as I said one-twelfth of 1 percent, 
and they are of course constantly discussing the assessment credits 
when we pay them back if it should not be repaid or credited under 
a different formula than is now provided in the fa. 


That is what I mean by that, that all of these banks are constantly 
watching us, because the moment that the »y would feel that the one- 
twelfth of 1 percent was too high, that we were building an unusually 
large insurance fund, then they would of course be coming in to get 


the assessment rate reduced. 

Mr. Henperson. Chairman Wolcott, it has been said that the Fed- 
eral Savings and Loan Corporation is very similar in its purposes 
to the FDIC. Of course, it controls and insures savings and loan 
associations whereas you insure and control banks. But that asso- 
ciation is under budget control. Could you give us some idea of 
the distinction you male’ in your mind between the two? 

Mr. Woxcorr. The big difference probably lies in the fact that they 
have, I believe, some Government capital in them. We have no Gov- 
ernment capital. 

Mr. Henverson. Just one final question. 

The FDIC did at some time during its history submit budget esti- 
mates to the Bureau of the Budget, I am informed. 

Mr. Woxcorr. I believe that was prior to 1949. 

Mr. Henverson. Prior to the time the Corporation Control Act was 
enacted, I believe. 

Mr. Woxcorr. And we did for a year after they requested it, but 
they said it was not provided by law and they did not want to do it, so 
we discontinued it in 1949. 

Mr. Henperson. Did the voluntary submission of those budget 
estimates create any serious problems of any kind that you recall ? 

Mr. Wotcorr. Well, they did not go that far because I do not think 
they were under the control of the Bureau of the Budget. 

Mr. Henverson. Thank you, Mr. Wolcott. Thank you, Mr. Chair- 
man. 

The Cuarrman. Any other questions? We are very grateful to you 
for your contribution. 
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Mr. Wo tcort. I am very grateful to you, Mr. Chairman, and mem- 
bers of the committee, for your tolerance in listening to us. 

Mr. Henperson. May I just ask one further question, Chairman 
Wolcott? Part of this bill deals with the payment of expenses which 
the FDIC and other Government corporations incur from other Gov- 
ernment agencies. Would you want to comment on that? I do not 
believe you did in your statement or in the report. 

Mr. Wotcorr. I will be glad to. 

On civil service, for example? 

Mr. Henverson. Civil service and services that you get from other 
Government agencies. 

Mr. Woxcorr. We have voluntarily, as a matter of fact, sought the 
authority to pay those costs, and in the financial institutions bill, 
which has been passed by the Senate and is now before the House 
Banking and Currency Committee, there is a provision authorizing, 
if not directing us, to reimburse the agencies for those costs which 
they have advanced to our benefit. 

The Cuarrman. You are not opposing that bill? 

Mr. Wotcorr. The Financial Institutions Act? Oh, no, we are 
very enthusiastic for it. 

Mr. Cosurn. We proposed and wrote the legislation for it. 

The Cuarmman. Thank you very much. 

Mr. Cospurn. Mr. Chairman, may I be sure that these statements 
and exhibits are in the record? 

Mr. Horrman. I want to ask the chairman a question. Other than 
your desire to be as always extremely helpful and courteous, is there 
any reason why we should report this bill out that you know? 

The CuHarrman. My mind is still open. We have some other wit- 
nesses yet to be heard from. 

Mr. Horrman. I see. That is a very diplomatic expression. I 
have this other question, Mr. Wolcott. We were talking about the 
authority of the Bureau of the Budget to stop the expenditures of 
funds. Counsel for the minority, Mr. Carlson, advises me that at 
one time in the Budget and Accounting Procedures Act there was a 
provision that the President be given the authority to stop the pay- 
ments of appropriated funds, but that that provision was rejected 
and at about the same time a provision was put through giving similar 
authority to the Bureau of the Budget. Is that true? 

Mr. Seripman. | am not familiar with that, Mr. Hoffman. 

Mr. Horrman. You are not familiar with that legislation ? 

Mr. Sermpman. I am not on the estimates side of the Budget Bureau. 

Mr. Horrman. This would be on the legal end of it. Are you with 
the Legal Division ? 

Mr. Sempman. No, I. am with Management and Organization. 

Mr. Horrman. Is there anyone here who can answer that? 

The Cuarrman. Do you want them to come back again before the 
hearing is completed ? 

Mr. Horrman. If they want to come up with it. If I am correct 
about that, I want to cite that act. I want to know how come that 
provision got through. My information is there was not much debate 
about it, but nevertheless the Bureau of the Budget was given 
authority. 

Do you know of that? 
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Mr. Kircore. No, I do not. I was just interested in your comment. 

Mr. Horrman. Do you know anything about it ? 

Mr. Kircore. I do not, but I would be very much interested in 
knowing what the legislative history was. 


Mr. Horrman. I will put it in right here in the record if I am 
correct in that assumption. 
(The citation referred to is as follows :) 


The legislative authority referred to in this connection is title 31, United States 
Code, section 665 (c) (2), which states as follows: 

“In apportioning any appropriation, reserves may be established to provide for 
contingencies, or to effect savings whenever savings are made possible by or 
through changes in requirements, greater efficiency of operations, or other 
developments subsequent to the date on which such appropriation was made 
available. Whenever it is determined by an officer designated in subsection 
(d)* of this section to make apportionments and reapportionments that any 
amount so reserved will not be required to carry out the purposes of the appro- 
priation concerned, he shall recommend the rescission of such amount in the 
manner provided in the Budget and Accounting Act, 1921, for estimates of 
appropriations.” 

This subsection was enacted as a part of the General Appropriation Act, 1951 
(Public Law 759, 8ist Cong.), which was approved September 6, 1950 (64 Stat. 
595, 765). The section in question was designated as section 1111 in the bill 
alld became section 1211 of the act. The legislative history of the provision 
suggests that there was confusion as to what was intended by its enactment. 
Even though included in an annual appropriation act, it became permanent 
legislation by virtue of its form, which amended section 3679 of Revised Statutes 
as amended (31 U. 8. C. 665). The section was taken up in the House on May 9, 
1950, under a rule (H. Res. 593, 8ist Cong.) which waived all points of order 
against chapter XI of the bill including section 1111. 

During the debate on the resolution, Mr. Vinson stated : 

“* * * No hearing was ever had by a single committee of the Congress, not 
even the Committee on Appropriations, as to what it contained in chapter XI. 
This is the way it came about. The distinguished gentleman of the Committee 
on Appropriations, which constitutes, you might say, the advisory group of the 
Appropriations Committee, designated as the Deficiency Subcommittee, wrote 
in this legislation after those committees had their hearings. I say that, in refer- 
ence to these corporations which have been created by the Congress, they may be 
justified in doing something like that, but there are certain phases here concern- 
ing which no fiscal man in the Government knows what was in their minds. I sub- 
mitted section 1111 to a qualified man in the Department of National Defense to 
advise me what it was. He said he did not know. I asked the distinguished 
gentleman from Ohio, Mr. Brown, to tell us what it does. He does not know. 
Let me try to tell you as much as I know about it. 

There are two points in this bill against which I intend to raise a point of 
order. One is * * * section 1111 * * *.” 

* * * T propose to make a point of order on that because it is legislation. I 
am doing it because none of us who has to deal with these matters knows what it 
means. No hearing was had by the Appropriations Committee” (96 C. R. 6728). 
Mr. Taber stated his understanding of the provisions as follows : 

“Section 1111 is the antideficiency statute designed to prevent expenditure by 
governmental agencies of funds in such a way that they create a deficiency and 
then come back and ask for more money. If they have some project that they 
should like to take up, that has not been provided for, we want to provide that 
they can come back to the Congress and get the money. It is a very desirable 
thing.” (96 Congressional Record 6729.) 

In response to Mr. Vinson’s question: ‘“‘Was there ever a hearing held by any- 
one and did I not state the origin of it correctly?” Mr. Taber stated: 

“There was no hearing. I will admit that. On the other hand, this has been 
taken up at length with the Bureau of the Budget and its drafting has been gone 
over very carefully with the Bureau of the Budget so that any suggestions they 


t Subsee. (d) of sec. 665 states in part as follows: 

(2) Any appropriation available to an agency, which is required to be apportioned 
under subsec. (c) of this section, shall be apportioned or reapportioned in writing by the 
Director of the Bureau of the Budget * * *.” 
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might have on it would be thoroughly considered * * *” (96 Congressional 
Record 6729). 

Evidence that it was not the temper of that particular Congress to relinquish 
eontrol over appropriations appears in the history of a section of another act. 
During the same Congress, at almost the same time, the Budget and Accounting 
Procedures Act of 1950 (Public Law 784, 81st Cong.) was in the process of en- 
actment (H. R. 9032 and S. 3850, 64 Stat. 832). 

Section 203 of H. R. 9038 proposed giving the President authority similar to 
that which title 31, United States Code, section 665, gives to the Budget Director. 
Section 203 read as follows: 

“To promote economy and to reduce expenditures, the President is authorized 
to establish and to modify from time to time reserves from appropriations for the 
executive branch of the Government to the extent that he determines that the 
purposes intended by the Congress will be accomplished by the expenditure of 
amounts less than the amounts appropriated.” 

However, this section was deleted from the bill. 

While the legislative history of the bill indicates that the elimination of sec- 
tion 203 from the Budget and Accounting Procedures Act was coordinated with 
the inclusion of section 1111 in the General Appropriations Act, it is less revealing 
of congressional intent to effect permanent legislation by enactment of the latter 
section. 

In the debate on the Budget and Accounting Procedures Act in the House, Mr. 
Karsten, chairman of the Public Accounts Subcommittee of the House Committee 
on Expenditures, in presenting the committee report (H. Rept. 2556, 8ist Cong.) 
on the bill, called attention to three committee amendments to the bill, one*of 
which would prohibit: 

“* * * the authority of the President to establish reserves from appropriations 
when he determines that purposes intended by the Congress will be accomplished 
by the expenditure of amounts less than the amounts appropriated.” 

He then stated : 

“The committee concluded that these three provisions should be omitted from 
the bill and left to the Congress for consideration when annual appropriations are 
provided for the departments and agencies. No attempt should be made to enact 
these provisions into permanent legislation. They have always been peculiar to 
the annual appropriation acts and should be continued on that basis. For these 
reasons the committee adopted the three amendments to the bill. These amend- 
ments strengthen the bill and I believe are a great improvement” (96 Congres- 
sional Record 11142 ). [Italic supplied.] 

The House agreed to these amendments and passed the bill (96 Congressional 
Record 11161). 

The Senate debate seemed to suggest a disposition to regard the provision as 
a temporary wartime (Korean emergency) measure. Senator McClellan, who 
sponsored S. 3850, stated : 

‘“* * * This provision is especially necessary at this time when it is essential 
that every possible saving be effected in appropriations that are not directly con- 
nected with defense.” 

He then continued : 

“In this connection, it should be pointed out that section 1111 of the General 
Appropriation Act, now pending, has a similar import with broader application, 
and if that latter provision is approved, section 203 of this bill will be unneces- 
sary.” (96 Congressional Record 12043.) 


The CHatrman. Thank you very much, Mr. Wolcott, for your 
contribution. 

Mr. Wotcorr. Thank you very much, Mr. Chairman. 

The CuHatrMan. Our next witness will be Mr. Martin L. Moore. 
He is assistant to the Fiscal Assistant Secretary of the Treasury. 

Do you have a prepared statement, Mr. Moore? 
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STATEMENT OF MARTIN L. MOORE, ASSISTANT TO THE FISCAL 
ASSISTANT SECRETARY OF THE TREASURY 


Mr. Moore. Mr. Chairman, I am appearing in place of Mr. Hef- 
felfinger, the Fiscal Assistant Secretary of the Treasury, who intended 
to be here this morning, but at the last minute was called to appear 
before the Senate Finance Committee on the crucial debt-limit bill. 

The main interest of the Treasury Department in this proposed 
legislation relates to the coordination of Government agency financing 
operations, borrowing operations in the market, and if you are agree- 
able, I would like to read a brief pertinent paragraph from a report 
on this bill that the Treasury Department made fast August, Mr. 
Chairman. 

The Treasury’s position with respect to H. R. 8332 was incorporated 
in the Acting Secretary of the Treasury’s report to the committee 
dated August 2, 1957, which reads, in part, as follows: 

It is essential to the Treasury Department that its borrowing operations and 
those of corporate agenices be synchronized. In view of the magnitude of the 
borrowing operations of the Federal land banks and the Federal home loan 
banks, it is strongly urged that in addition to approval by the Secretary of 
the Treasury of the issuance of obligations by the agenices which fall within 
the scope of section 203 of the Government Corporation Control Act as proposed 
to be amended, similar approval be provided in respect to the issuance of 
obligations by them— 
meaning the Federal home loan banks and the Federal land banks. 

This could be accomplished by revising the first clause of section 

2, subsection 5 of the draft bill to read as follows: 

“SUBSECTION 5. Section 303 of said act as amended (31 U. S. C. 868) is 
renumbered as section 203 and paragraph (a) thereof is amended by striking 
the words ‘wholly owned or mixed ownership’ and by inserting immediately 


following the words ‘Government Corporation’, the words ‘or Federal home loan 
bank or Federal land band’.” 


Subject to the adoption of the foregoing amendment the Treasury Department 
recommends the enactment of H. R. 8332. 

The CHamman. Do I understand you do not wish to bring within 
the scope of this bill the Federal home loan bank or the Federal 
Reserve land bank? 

Mr. Moore. The Federal land banks. 

The Cuatrman. Or Federal land bank? 

Mr. Moore. Mr. Chairman, the Treasury Department wishes to 
bring within the scope of this particular section of the bill—and 
we are relating it only to that section—because we feel there ought 
to be coordination between Treasury financing operations and the 
financing operations of the Government agencies that are authorized 
to borrow on the market. In addition to those corporations that are 
provided for, where the Secretary of the Treasury would be required 
under this bill to approve the terms and conditions of obligations 
issued in their borrowing operations, the Treasury feels that it ‘should 
also approve the terms ‘and conditions of obligations of the Federal 
home loan banks and the Federal land banks. 
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The Cuatrman. These two banks that are left out you wish to bring 
in within the provisions ? 

Mr. Moore. Yes, sir. Essentially that is the position of the Treas- 
ury Department. 

he Cuatrman. And I understand that the Treasury will be for 
this legislation, but they only want to broaden it. You want to 
include also those two Government corporations that were left out of 
this provision of 8332. 

Mr. Moors. We want to include them, Mr. Chairman, for purposes 
of coordination of their borrowing operations in the market. We 
are not relating this to the other portions of the bill. 

The CHatrman. You have heard the testimony by Mr. Wolcott 
relating to the FDIC. They do not borrow money from the Gov- 
ernment, do they ? 

Mr. Moors. The FDIC, as Chairman Wolcott indicated in his 
statement, has authority to borrow up to $3 billion outstanding at 
any one time from the Treasury, but they don’t have authority to 
borrow in the market, and they would use that $3 billion authority 
only in an emergency, as I understand it. 

The CHatrmMan. Don’t you think we ought to wait until they ex- 
ercise it to bring them in ? 

Mr. Moore. The two agencies that we are concerned with, Mr. 
Chairman, do borrow frequently. The land banks and the home loan 
banks frequently conduct market borrowing operations. 

The CuatrmMan. They were left out of this bill that they are asking 
us to pass by the executive department, the President to the Bureau 
of the Budget and Treasury wishes to bring them in. 

Mr. Moorr. Yes, sir. 

The Cuamman. FDIC was included though they owe the Govern- 
ment nothing and we are hoping that the time will never come when 
they have to exercise that borrowing power. 

hen why would you want them in? Do you have any objection 
to their exclusion ? 

Mr. Moore. Mr. Chairman, I can say this. Certainly I do know 
that the relationships between the Treasury and the FDIC have been 
extremely good. They have been very excellent relationships, but 
I don’t know of my own knowledge the feeling of the Secretary of 
the Treasury with regard specifically to the inclusion of FDIC in the 
bill. 

Now in his report he didn’t object to the inclusion. 

The CuatrMan. I am going a little farther than that now. 

Mr. Moore. But he didn’t make any reference to it at all. 

The Cuatrman. No, but in the light of the testimony this morning, 
IT am making reference to it now. For what reason should it be in? 
Why not take it out? 

Mr. Moore. I think mainly, Mr. Chairman, that is from the stand- 
point of what the Treasury’s attitude is on the inclusion of FDIC. 
I think that is mainly a policy question for the Secretary of the 
Treasury. I am not sure that I have the authority to express an 
opinion of the Department on it. That is my problem. 

The Cuatrman. Mr. Hoffman? Mr. Brown, Mr. Kilgore? 

Mr. Henperson. Mr. Moore, directing your attention to the agen- 
cies which are going to be brought under this bill and not the ones 
that you propose in your amendment—I am speaking primarily of 
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the Federal intermediate credit banks, the banks for cooperatives, 
and the central bank for cooperatives—would you tell us what the 
present situation is so far as any control or discretion by the Secre- 
tary of the Treasury is exercised over the borrowing power of those 
banks, and then what it will be if this bill is enacted ? 

Mr. Moore. Yes, sir. Also some of what I will say applies to the 
home-loan banks and to the Federal land banks. 

Presently the Federal intermediate credit banks, the banks for co- 
operatives, the Federal land banks—the agencies in the farm credit 
area—in issuing market obligations are required by the Government 
Corporation ¢ ‘ontrol Act to consult with the Sect etary of the Treas- 
ury. The Secretary is not required to approve the terms and condi- 
tions under the law like he is with various other agencies, Government 
corporations, but they are required to consult with the Secretary of 
the Treasury, and they do consult, and the working relationships 
there have been very fine, and I don’t know of any clash where those 
agencies in a borrowing operation wanted to do a particular thing, the 
Treasury suggested other terms, let’s say, and there was a clash of 
opinion. 

I think there has been a very fine mutual working relationship be- 
tween these agencies and the Treasury. 

The Treasury feels that if certain agencies are going to be included, 
certain corporations are going to be included in the amendment to the 
Government Corporation Control Act and to require the Secretary 
of the Treasury to approve the terms and conditions of their market 
borrowing operations, we feel that the agencies mentioned, including 
the Federal land banks, including the home loan banks where already 
under the law the Treasury is required to approve the terms and con- 
ditions, we feel, the Treasury feels, that those agencies should be con- 
tinued in the amended legislation. 

Mr. Henverson. One last question. Tuesday at our first hearing 
several of the members indicated that they had received inquiries 
about the posting of interest rates by the Secretary of the Treasury 
for these agencies or these corporations if this bill is passed. 

Now will that be a fact if the bill is passed? Instead of just con- 
sulting, the interest rates that they propose to charge would have to 
be approved by the Secretary of the Treasury ? 

Mr. Moore. I think in practice that if the bill is passed with those 
things included in the bill, that the working operations won’t be too 
different than they are now, because these agencies do now come to the 
Treasury. They have a fiscal agent who canvasses the market in ad- 
vance. He talks to different people i in the market, investment houses, 
and so on. 

When they come to the Treasury, they already have an idea of 
what kind of terms and what kind’ of an interest rate is going to be 
required in order to make the issue go over and be a success in the 
market. 

Then they consult with the Treasury. Even those agencies where 
there is a requirement now for the Treasury to approve the terms and 
conditions, they do a similar thing, and it is a cooperating thing. It 
is not in the nature of an agency coming to the Tre ~asury and saying 
“tell me what interest rate I must put on this offering.” It is a co- 
operative thing, a mutual thing with regard to all of the agencies that 
now come to the Treasury either to consult or under the requirement of 
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the Treasury, the Secretary of the Treasury approving the terms and 
conditions. 

The Cuarrman. Then the Treasury is not the sponsor or author of 
the purposes of this bill? 

Mr. Moore. The Treasury shared to a degree in the earlier con- 
siderations of this bill, but I think this bill “had reached too late a 
stage and they didn’t want to delay, Treasury didn’t want to delay 
its consideration by the Congress, and reserved in effect the idea of 
expressing its feeling with regard to the Home Loan banks and the 
Federal Land banks while your committee was considering the legis- 
lation. 

I think, Mr. Chairman, I might add one more thing. I think there 
is a mutual advantage, not only an advantage to the Treasury but 
I think there is an advantage to the agencies in coming to the Treas- 
ury when they are in process of marketing securities. 

The Cuarman. If they come to you now, you would give them 
the information they asked, wouldn’t you? 

Mr. Moors. They come to us now, Mr. Chairman, and we want to 
insure that they continue. 

The Cuarrman. They have done that of their own free will. Cer- 

tainly they will continue, but they don’t want certain restrictions on 
them. 

Mr. Moore. Well, for the long run future; nobody is worrying about 
the present. 

The Cuatrman. They have gotten along all right. They have con- 
sulted with you. They have operated for the benefit of the people of 
the country. Why bring them under Government supervision where 
a question of application will also be involved that they haven’t had 
to worry about. 

Mr. Moore. If this were included in the bill, Mr. Chairman, I don’t 
believe it would change things very much in comparison to the way 
things work now, because certain of them now, the Farm Credit agen- 
cies that we mentioned, are required to consult. 

The Cuarrman. Yes, but then why not leave matters as they are? 
We have gotten along ‘well. We haven't had any trouble. There is 
no trouble in the offing that we anticipate. We are talking about a 
contingency that seems to be very remote, and they do not wish to 
come under. Tf the relationships under present conditions have been 
what they have been, why wouldn’t you continue them that way ? 

Mr. Moorr. Regardless of the kind of bill that is passed, Mr. 
Chairman, I am sure that the Treasury will cooperate with these 
agencies. 

The CHarrman. I want to say this. You have always done that 
and that is very commendable of you, and they want it continued like 
that. 

Mr. Moore. But I must say that as a matter of policy in the Treas- 
ury Department, the Treasury would prefer to have these agencies 
included within the terms of this provision. 

The CHarrman. Thank you very much. 

Mr. Henpverson. That is all T have. 

The Cuarmman. It is just a preference. You would prefer that? 
Mr. Moore. Yes, sir. 

The CHarrmMAn. They would prefer not to be. 
Mr. Newsom is Master of the National Grange. 
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STATEMENT OF HERSCHEL D. NEWSOM, MASTER, NATIONAL 
GRANGE 


Mr. Newsom. Mr. Chairman and members of the Committee, if 
your time permits, I would like to read this statement. If you are 
crowded for time I can summarize it quickly. 

We are appearing in opposition to the proposed legislation. Our 
long history of helping to evolve satisfactory cooperative farm credit 
structure seeking consistently to move it in the direction of complete 
farm ownership and farmer control puts us in the position of being 
totally unable to understand why the Government should now pro- 
pose to bring the Federal Land Bank System under this system, or 
under budgetary control. 

The CHatrmMan. You can see why they would want to do it, can’t 
you? 

Mr. Newsom. Frankly, I can’t even see why they would want to 
do it. 

The Cuairman. They don’t want you running around there taking 

care of things sue cessfully by yourself. 

Mr. Newsom. Let me just skip, if I may, over the history. I think 
most of the members of the Committee, though it isn’t a subject mat- 
ter that you have dealt with quite as intimately as some of the other 
Members of the Congress, are reasonably familiar with the fact that 
many times the Congress has clearly stated that it is the policy and 
the program of C ongress that we should move toward retirement of 
Government capital. The more recent acts of 1953, of 1955 and of 
1956 have spelled out additional progress in that direction. 

Now with that brief introduction, the National Grange is pleased 
and honored to have this opportunity to bring its viewpoints concern- 
ing H. R. 8332, a bill “To amend the Government Corporation Con- 
trol Act,” before this committee. 

The Grange has had a long and close relationship with the Congress 
in building the Cooperative Farm Credit System. Many years ago 
our people felt the need for such a system. They envisioned a farmer- 
owned, farmer-financed, farmer -controlled and farmer-managed pri- 
vate enterprise system of cooperative farm credit that would set. a 
national pattern, designed to serve well the peculiar credit needs of 
family farms. This vision, which was shared by congressional farm 
leaders, led to the Federal Farm Loan Act of 1916. The Federal Land 
Banks and the National Farm Loan Associations were established by 
that Act. 

The Agricultural Credit Act of 1923 brought into being the Federal 
Intermediate Credit Banks. Next came the Production Credit Cor- 
poration (now merged with the Federal Intermediate Credit Banks), 
the Production Credit Associations and the central and regional banks 
for cooperatives. These were chartered under the Farm Credit Act 
of 1933. Finally, the Farm Credit Acts of 1953, 1955, and 1956 were 
designed to improve and modernize previous legislation and to carry 
out the original intent of more farmer control and ultimate full farm 
ownership of the Farm Credit System. 

As a national organization on the rural scene for over 90 years, the 
Grange has played no small part in this legislative evolution, It is our 
opinion that the System has chalked up a glorious record of progress 
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and accomplishment. It represents an outstanding example of wise 
and farsighted public policy. 

From the inception of the original 1916 act, the goal has been to 
help family farmers help themselves. Within a reasonable period 
all Federal money invested in the system over the years to help the 
system get on its feet will be paid back. Most of it has already been 
repaid. Today the system is sound, solvent, and solid. It is a suc- 
cessful private enterprise, and rightly so. We are proud of the rec- 
ord that has been established, just as Congress has a right to be 
proud of that record. 

1 am not implying that the private, noncooperative lending insti- 
tutions have not played a vital role in bringing to farmers chhineaie 
and satisfactory credit. They have done an enviable job. We en- 
vision the cooperative farm credit system as a competitive, private, 
nongovernmental, pattern-setting institution for credit services of- 
fered to rural America and not as a dominant source of agricultural 
credit. 

Needless to say, this committee does not need to be reminded that 
adequate credit at reasonable and fair rates of interest and of use- 
ful tenure is an indispensable farm tool. The phenomenal agricul- 
tural revolution which has meant so much in this country, to farm 
and nonfarm people alike, would not have been possible without this 
sort of credit. For self-evident reasons, our reliance as farm people 
upon credit of this type in the future is even greater than in the past. 

The committee has already heard from other witnesses concern- 
ing the structural framework of the systems—how it functions, the 
caliber of its management, its record of progress, and the detailed evo- 
lution of the legislation that made this progress possible. I should 
not burden you by repeating it. 

I would, however, remind the committee that the congressional 
intent of all the acts mentioned above, as we understand it, has been 
to help farmers help themselves—not that there haven’t been moves 
over the years, 1 or 2 very positive ones, to reverse the trend and make 
the system a strictly governmental system. Each time, however, 
Congress and farmers have agreed that the governmental route of 
control wold be wrong. Nowhere do I find reference to any type of 
permanent governmental control over the farm credit system in the 
existing farm credit system legislation. Also, nowhere do I find in 
recent years any language which would envision the use of the system 
for “soft” or emergency farm credit. This is the area of responsi- 
bility of the Farmers Home Administration. 

Government has played a vital and proper role in helping farmers 
establish this cooperative credit system—a system they could not pos- 
sibly have established alone. Initially the Government provided 
the capital, supervision, management knowhow, and the structural 
framework of the system. This, we believe, has been in the public 
interest, just as many aids to business and labor have been wise public 
policy. All America has benefitted. 

A great new, beneficial rural force was brought into being and 
fostered to maturity through the various farm credit acts mentioned. 
The system is now solidly on its own. It has nearly reached the point 
envisioned in the act of 1953, which said in part, 

It is declared to he the policy of the Congress to encourage and facilitate 
increased borrower participation in the mangement, control, and ultimate 
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ownership of the permanent system of agricultural credit made available 
through the institutions operating under the supervision of the Farm Credit 
Administration, and the provisions of this act shall be construed in keeping 


with this policy. 

President Eisenhower voiced similar sentiments when he signed the 
Farm Credit Act of 1953. At that time he said, in part: 

It gives me great pleasure to approve the Farm Credit Act of 1953, H. R. 4353. 

On September 18, 1952, in a speech at Omaha, Nebr., I said, in part: “We will 
remove the Federal domination now imposed on the farm credit system. Em- 
ployees of these farmer-owned, self-supporting institutions should not be Federal 
appointees. A Federal Farm Credit Board, elected by farmer members, should 
be established to form credit policies, select executive officers, and to see that 
sound credit operations will not be endangered by partisan political influence.” 

The Farm Credit Act of 1953 meets many of the objectives which I announced 
at Omaha. 

The alternative to a farmer-owned and controlled system is a gov- 
ernmentally run system. Farmers do not want to lean on the ever- 
lasting arm of Government for credit services that they can perform 
equally as well, or better, themselves. Nor can it be guaranteed that 
such a governmentally controlled system will always be fair to the 
private-lending institutions it wot compete with. 

This is the background that forms the basis for Grange opposition 
to H. R. 8332 as it relates to the farm credit system. We feel that this 
legislation would be a step backward, completely out of harmony with 
the traditional intent and philosophy of the program as it has evolved 
over the last 42 years. 

Not only is it out of harmony, but it is altogether unnecessary. 

The act, as we understand it, would: 

1. Place in the hands of the Secretary of the Treasury purse-string 
control over obtaining the funds necessary to operate the farm credit 
system. He would have, for instance, control of the notes, bonds, and 

ebentures issued by the Federal intermediate credit banks and the 
various banks for cooperatives for public sale. I need not remind 
you that purse-string control holds the potential of complete control. 

2. Section 201 (a) and 202 (a) of the 1956 Farm Credit Act spe- 
cifically exempt the Federal Intermediate Credit Banks from ada : 
etary review and control, effective January 1, 1959. H. R. 8332 would 
repeal and set aside this congressional decision, which, incidentally, 
was taken only after very careful study and deliberation. For what 
valid reason is it proposed that this congressional decision be set aside ¢ 

3. H. R. 8332 would likewise place the Banks for Cooperatives under 
the budget provisions of the Government Corporation Control Act as 
amended for the first time. (‘They were established in 1933.) This 
action would force these banks to submit their programs for the ap- 
proval of the Bureau of the Budget and make it necessary for Congress 
to authorize their administrative expenses, even though those expenses 
were wholly from corporate funds of the bank and not from the Fed- 
eral Treasury. 

The opposition of the Grange to these setbacks in terms of more 
rather than less farmer-borrower control of the farm credit system was 
spelled out by our delegate body, meeting at its 91st annual session 
in Colorado Springs last November. Here is the resolution it passed 
which deals with this subject matter : 


Whereas the Farm Credit Act of 1953 declared it to be the policy of the Con- 
gress to encourage and facilitate increased borrower participation in the manage- 
ment, control, and ultimate ownership of the permanent system of agricultural 
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credit made available through institutions operating under the Farm Credit 
Administration ; and 

Whereas, the Farm Credit Act of 1955 and the Farm Credit Act of 1956 
were enacted by the Congress to carry out the aforesaid policy of the Farm 
Credit Act of 1953, therefore, be it 

Resolved, That the Grange having consistently fought for the objectives and 
purposes of the Farm Credit Acts of 1953, 1955, and 1956, reaffirms its oppo- 
sition to any effort to amend existing laws in any manner which would increase 
Federal budgetary control over the Federal intermediate credit banks or the 
banks for cooperatives under the Government Corporation Control Act, or 
increase Government control in other respects, not consistent with the objectives 
and purposes as now stated by law. 

Reasons for Grange opposition to those sections of H. R. 8332, 
which relate to the farm-credit system, have been covered philosophi- 
cally in my opening remarks: In detail and in summary, here they 
are: 

1. This legislation would increase, not decrease, Government con- 
trol over the cooperative farm credit system, and conversely decrease, 
not increase, farmer-borrower control. 

In the course of time, political philosophy sometimes changes, the 
result being that there could be a time when the authority granted in 
H. R. 8332 would be used to influence the operation of the cooperative 
farm credit system in such a manner that would not be conducive to 
the purposes for which the farm credit system was established, either 
in the case of loans to farmers themselves, or to their cooperatives, or 
both. As I said, budgetary control means control of the purse strings, 
which is the heart of this system. We feel that a study of the lan- 
guage of the various farm credit acts mentioned here, and the con- 
gressional debate that established the intent of that language, will 
clearly bear out the point that a farmer owned and controlled, and pri- 
vately financed system has been envisoned all along by the Congress. 

Farmers were glad to support the increased responsibility afforded 
them by the Farm Credit Act of 1956, but lent their support to this 
legislation with the understanding that their decisions would not be 
subjected to Bureau of the Budget veto. H. R. 8332, therefore, rep- 
resents a breach of faith and, as we see it sabotages the intent of 
the act. 

The CHarMan. Do you know of anything that has occurred that 
ought to have changed the attitude of the Congress since they passed 
the legislation in 1956? 

Mr. Newsom. No; I know of nothing save the recommendation of 
the task force of the Hoover Commission. I think this is unques- 
tionably where this thing generates, and I don’t believe there is any 
basis in performance so far as farm credit system is concerned to 
justify this particular effort now. 

2. The control sought by the language of this act over the Federal 
intermediate credit banks and the banks for cooperatives is totally 
unnecessary. The Government Corporation Control Act now pro- 
vides for “audit control” at these banks until such time as the Govern- 
ment capital is entirely out of them. This is as it should be. That 
control, however, should not extend beyond the time when Government 
capital is fully repaid. 

Budgetary control, however, is another matter. This control of the 
banks involved is now vested in the Governor of the Farm Credit 
Administration. The records show, I believe, that this control is suffi- 
cient. What logical argument could be made that it is not sufficient ? 
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Let the record speak for itself. For example, for 42 years the Federal 
land banks have had no budgetary control from the Bureau of the 
Budget. These banks have paid back every cent of money invested in 
them by the Government—they are soundly operated, are in excellent 
condition, and have served the need for which they were organized. 

The budgetary controls authorized in this act are not only unneces- 
sary, but they add cumbersome Federal bureaucratic machinery to a 
system that is already working smoothly and satisfactorily. 

The Cuairman. That word “bureaucratic” is a fighting word you 
know. 

Mr. Newsom. We are in that frame of mind, Mr. Chairman. 

3. The authority proposed by H. R. 8332 is contrary to heretofore 
determined policies reflecting the intent of Congress, as we under- 
stand them, as it relates to the Government C orporation Control Act 
itself. Up until now, the budget provisions of this act have applied 
only to “wholly owned” Government corporations. H. R. 8332 ex- 
tends this control to certain “mixed ownership” corporations which 
temporarily includes some of the banks of the cooperative farm credit 
system—temporary until we can finish repaying the Government for 
funds advanced by the Government in earlier years. 

4. The Farm Credit Administration itself, which is an arm of the 
Federal Government, always has and always will be under budgetary 
discipline of the President. This also is as it should be. There is no 
merit, therefore, in passing H. R. 8332 to achieve this purpose. Fur- 
thermore, this very fact makes it possible for the Bureau of the Bud- 
get to review, the entire farm credit structure annually and to make 
rec ae if it so desires. 

There is absolutely no liability on the part of the Federal Gov- 
detonate for the payment of debentures (the source of most of the 
money used by the farm credit system) sold by the system, nor is there 
any Federal liability for any other obligation the banks may incur. 
The fact that these securities have been and still are in popular de- 
mand in the market place is good evidence concerning the soundness 
of present man: igement of the farm credit system. 

These are the primary reasons that the National Grange urges that 
this committee reject H. R. 8332 as it relates to the farm credit system. 

I should like to say in addition to this statement, Mr. Chairman, 
that I have the honor of serving as chairman of the joint farm credit 
committee of three farm organizations, namely, the Grange, the Amer- 
ican Farm Bureau Federation, and the National Council of Farmer 
Cooperatives. 

Our Farm Bureau friends have a statement to present which will 
speak for itself, even though they worked with the national com- 
mittee. 

Our National Council of Farmer Cooperative Friends will file their 
statement. The gentleman who was to present the statement is a par- 
ticipant in our joint committee but he is snowbound out in Virginia 
somewhere and didn’t get in for this hearing. 

The Cratrman. Thank you very, very much. 

Mr. Newsom. Thank you, sir. 

The CuatrmMan. Our next witness is Mr. Chambers of the Valley 
Production Credit Association. 

_ Chambers is from Texas. 


23127—58- 8 











108 AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 


I am going to ask Mr. Kilgore to present Mr. Chambers. 

Mr. Kucore. Mr. Chairman, it is a particular pleasure to me to 
present Mr. Chambers because not only is he from Texas but is from 
the 15th Congressional District. 

This being an election year I might be forgiven for being quite 
proud in having Mr. Chambers here. 

Mr. Brown. You certainly have no political thoughts ? 

Mr. Kizeore. No political thoughts. 

I would prefer that the people in my district feel I am a holdover, 
Mr. Brown. 

I would like to commend Mr. Chambers to you. I have known him 
a long time and I know his views are well thought out and he will 
present the very best thinking. 

The CHatrman. We are very happy to have you with us, Mr. 


Chambers. 
STATEMENT OF J. B. CHAMBERS, HARLINGEN, TEX. 


Mr. Cuameers. Mr. Chairman and members of the subcommittee, 
my name is J. B. Chambers and I live in Harlingen, Tex. 

I am a member of the board of directors of the Valley Production 
Credit Association and also am vice chairman of the advisory com- 
mittee of Texas Production Credit Associations. I appear as the rep- 
resentative of this committee and of Texas’ 36 production credit 
associations. In the following statement, I believe I speak the unani- 
mous views of these organizations. 

The legislative history of farm credit laws has been consistent since 
1953 on the question of increased ownership and control of the farm 
credit banks by farmer patrons and stockholders. In the oft-quoted 
preamble to the 1953 law, two basic points were made: (a) that bor- 
rowers would have increased participation in the ultimate ownership 
of these banks and (0) that they likewise would have increased par- 
ticipation in the management and control of these institutions. 

Pursuant to this policy, the Federal board was created and in- 
structed to present legislation to the Congress for the accomplishment 
of these goals. 

In performance of this responsibility, the board presented and the 
Congress adopted the Farm Credit Act of 1955, which provided ma- 
chinery for the ultimate ownership of the banks for cooperatives. 

In 1956, the board presented to the Congress its proposals for legis- 
lation to effect the same results with the Federal intermediate credit 
banks. Under the board’s proposals, this was to be accomplished by 
(a) merger of the production credit corporations into the Federal 
intermediate credit banks and (6) creation of machinery whereby 
production credit associations would make initial cash payments over 
a 3-year period and complete ultimate purchase of the oan through 
a patronage refund operation similar to that created in the laws affect- 
ing banks for cooperatives. 

In enacting the 1956 law the Congress reiterated its position on this 
matter of farmer ownership and control. It stated in the preamble 
that one of the purposes of the law was— 


to facilitate increased farmer participation in the management, control, and 


ownership of the merged banks and retirement of Government capital there- 
in *x * .. 
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Mr. Chairman, I desire to emphasize the above significant quotation 
from the 1956 law because in my opinion it demonstrates conclusively 
the nature of the enactment as a compact between the Government of 
the United States on the one hand and the production credit associa- 
tions and other financing institutions on the other. 

In effect under this law, the Government created a piece of machin- 
ery whereby these institutions will purchase the Government’s finan- 
cial interest in the banks; by their general support of the law prior 
to its enactment the production credit associations accepted the Gov- 
ernment’s offer. 

By their acquiescence in the law and support subsequent to its enact- 
ment, I believe we may say that the other financing institutions like- 
wise have accepted the compact. 

Today all these organizations have no choice but to operate within 
its terms. In compliance with their share of the agreement, produc- 
tion credit associations have met their first 2 payments totaling in 
excess of $8,700,000 in cash and are obligated by the last day of 
December of this year to pay an additional sum of approximately 
$4,400,000. 


As its part of the compact the Government agreed to authorize 
increased— 


farmer participation in the management, control, and ownership of the merged 
banks * * *. 

Now, Mr. Chairman and members of the subcommittee, just what 
do we mean by the phrase, “farmer participation.” 

Obviously in this case it means increased participation in manage- 
ment and control by the boards of directors of the Federal intermediate 
credit banks, which are made up principally of our own elected repre- 
sentatives. 

As you know, before the 1953 law was passed, 4 of the 7 members 
of the district boards received their places by appointment by the 
Governor of the Farm Credit Administration. 

Under the 1953 act this was changed, and today the land-bank 
people elect 2 members, the production credit associations elect 2, 
and patrons of the banks for cooperatives elect 1, thus leaving 2 of 
the 7 members still to be appointed by a Government official. 

At a later date when the cooperatives have acquired additional own- 
ership of the banks for cooperatives, they also will elect 2 members of 
the board and thus when the program is nearing completion, 6 of the 
7 directors will be elected by farmer-patrons of the farm credit banks. 

Thus farm and ranch organizations have achieved substantial 
progress in moving toward “increased participation in management 
and control” of the banks provided we do not on the other hand hold 
back and take back so many controls that the boards of directors of 
the banks in effect will be no more than mere figureheads. 

Now I do not need to impress upon this subcommittee the fact that 
one of the primary functions in corporate management is the matter 
of control of expenses. How the money is to be spent, what the needs 
are for its use, the judgment of management in its capacity to get the 
job done at low cost; these are normal and recognized functions of 
boards of directors everywhere, and it is my opinion that these dis- 
trict boards are in much better position to carry out these important 
responsibilities than a Government bureau which has little knowledge 
of farm credit banks, of local conditions, and of the necessity for 
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flexibility in meeting credit problems which, as you gentlemen know, 
can change with bewildering rapidity and thus call for almost imme- 
diate contraction or expansion in the operations of these banks. 

It is for these reasons that you never have seen fit heretofore to im- 
pose controls by the Bureau of the Budget on the Federal land banks 
or on the banks for cooperatives (and I do not believe in this current 
legislation you will consent to the imposition of such controls on these 
latter banks). 

And it is for the same reasons that you saw fit in the 1956 law to 
lace the intermediate credit banks in the same position as has been 
eld all of the time by the land banks and banks for cooperatives, 

since all of them are similar in methods of operation and since all of 
them operate under the same boards of directors. 

Thus the 1956 law did have the effect by returning budget controls 
to the boards of directors of the banks of carrying out its stated pur- 
pose of increasing farmer participation in management and control. 
And going back ‘to this matter of the compact by the Government 
and the people who are purchasing the banks, I want to point out to 
this committee the important fact that the only significant provision 
of the entire 1956 law implementing its preamble of increasing this 
farmer participation in management and control is the section which 
authorizes the banks after January 1, 1959, to operate outside the 
controls of the Bureau of the Budget. 

As you know, the 1956 law contains elaborate language for carry- 
ing out the important and desirable phases whereby produc tion credit 
associations and other financing institutions will acquire ownership 
by payments to the Government. 

But how are the sections dealing with farmer management and 
control implemented ? 

Only in this one respect, Mr. Chairman, only in a single section is 
any provision set forth in the law to ac complish this stated purpose. 

It is contained in two comparatively small subsections (subsecs. 
(a) and (b) of sec . 201), under which the intermediate credit banks 

are recognized as “mixed ow nership” corporations and are authorized 
to utilize their funds for administrative expenses outside the controls 
of the Bureau of the Budget. By a later subsection, it is provided 
that these subsections will not become effective until January 1, 1959. 

As I have indicated, the only significant grant of increased partici- 
pation to farmers in management and control of the banks in the 1956 
law is in these subsections, and in fact it is this provision of the law 
which the proposal now being considered by this subcommittee would 
repeal arbitrarily, unilaterally, and without the consent of or consid- 
eration for the farm and ranch organizations who were parties to the 
compact, have paid their money as ; required, and would continue to be 
bound by its terms. 

Thus it is quite clear that you are being asked to withdraw the basic 
consideration which induced production credit associations and other 
financing institutions to participate in the purchase program of the 
intermediate credit banks. 

Production credit associations in Texas, as well as in other districts, 
have made phenomenal growth since their organization in 1934. We 
returned all Government capital in these associations on January 1, 
1950, and are now meeting our responsibility to purchase all Govern- 
ment-owned stock in the Federal intermediate credit banks. 
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If these accomplishments are not sufficient evidence of our sincerity 
and ability to operate our own business, then we are at a loss to know 
just what would be necessary. 

Our relations with the Farm Credit Administration have been most 
satisfactory and we welcome this type of supervision by trained men 
who have a real understanding of our local problems. We cannot see 
a need for more supervision and especially not from any other agency 
or bureau of the Federal Government. 

Testimony by the Bureau of the Budget admittedly did not produce 
evidence of mismanagement, nor did it show that any money would be 
saved for anyone through any regulation or supervision on their part. 
Therefore, gentlemen, I failed to hear any justifiable reason for their 

request to further regulate or control our banks beyond January 1, 
1959. 

We feel that the Congress made us a fair proposition to purchase the 
Federal intermediate credit banks ‘iene the Farm Credit Act of 
1956, so we accepted and have lived up to the terms of the agreement. 
Our Congress does not have a reputation of welching on agreements 
and we do not believe they will do it now. Obviously the production 
credit associations for whom I speak are certainly opposed to this pro- 
posed legislation and hereby request that this subcommittee on Govern- 
ment operations reject H. R. 8332. 

The Cuatrrman. Any questions, Mr. Kilgore? 

Mr. Kirgore. I want to say, Mr. Chairman, I think this is a very fine 
statement. I would like to ask this of Mr. Chambers. 

I believe I recall his being in Washington in 1956 at the time of the 


pendency of this Farm Credit Act amendment of 1956 to which he 
refers in his statement. 


Mr. Cuampers. Yes. 

Mr. Kircore. I believe at that time your position was as it is now, 
that by the passage of that legislation the organizations you repre- 
sented were perfectly willing and, as a matter of fact, e: iger to repay 
to the United States any F ederal funds which had been invested in 
the capital stock of these intermediate credit banks. 

Mr. Cuampers. That is true; yes. 

Mr. Kitcore. And by your support of that legislation and its 
passage, and by your subsequent compliance with the author ity con- 
tained in that legislation, you feel that you have entered into an ar- 

rangement and agreement with the United States which you feel that 
the passage of this legislation would interfere with. 

Mr. Cuampers. It certainly would interfere ; yes. 

Mr. Kircore. That is all. 

The Cuarrman. Just how much money have you made under that 
agreement of 1956? 

Mr. Cuamerrs. What I speak of here represents the entire produc- 
tion credit system in the United States. 

Up to the present we have paid $8,700,000, or two-thirds of the 15 
percent that was agreed to be paid under the bill of 1956. 

The Craman. And you expect to pay the other third when ? 

Mr. Cuameers. On January 1,1959. At that time, why, it is agreed 
that we would cease to be under the supervision of the Bureau of the 
Budget. 

The Carman. Do you have confidence in your ability to meet 
that payment at the time it is due? 
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Mr. Cuampers. For my individual association I can assure you 
of that. 

The Cuatrrman. Do you know anything about the condition of the 
others ? 

Mr. Cuampers. Indications I have received are that they ure in very 
good condition. 

The Cuarrman. And you would regard it as a breach of faith by 
the Congress to enter into an agreement with you at one session and 
the next session, after you have performed on your part, to come in 
and change that all around, would you not? 

Mr. Cuamepers. It would definitely be that if the Congress were 
to do it. 

I think they are being asked to do it now. 

The Cuarrman. I just wanted to get your position clear. 

Mr. Cnampers. We put it in a little different language, Mr. Chair 
man. 


The Cuarrman. I thank you very much for your contribution. 

Mr. Cuampers. Thank you, sir. 

The CuarrMan. We will adjourn until 2 o’clock. 

And then we will endeavor to call the other witnesses. 

If there is any witness who feels he cannot come back at that time, 
I will at this time take his statement and we will file it for the record 
and excuse him. 

(Mr. Hendrickson’s statement is as follows:) 


STATEMENT OF Roy F. HENDRICKSON, EXECUTIVE SECRETARY, NATIONAL FEDERATION 
OF GRAIN COOPERATIVES 


Mr. Chairman and members of the committee, my name is Roy F. Hendrickson, 
and I am executive secretary of the National Federation of Grain Cooperatives. 
I appreciate this opportunity to appear before you in opposition to H. R. 8332. 

This federation consists of 24 regional cooperative marketing associations. 
These associations are owned by approximately 2,500 local farmer-owned cooper- 
ative associations to market grain, oilseeds, dry beans and peas, and related com- 
modities. Approximately a million and a half farmers market these products in 
part or whole through their own cooperative marketing associations. 

On behalf of their farmer members in all of the principal grain and oilseed pro- 
ducing States, these local and regional marketing associations have made a large 
investment in storage and other facilities, in inventories of grain and other com- 
modities. They seek to do the best possible job of helping farmers to realize 
maximum returns from these products in the market place, both here and abroad, 
and to perform efficiently they require at times a large volume of credit. 

These substantial and growing institutions have greatly valued the farm co- 
operative bank system. They use other lines of credit as well. 

The banks for cooperatives have had a high standard of leadership at the 
district and national board level and at the management and staff levels. The 
men in policy and operating positions understand agriculture with its growing 
complexity relative to both production and marketing. They ure responsible. 

They have a highly competent record of service which is of great importance 
to farmers of the Nation. For example, more than 2,406 marketing and pur- 
chasing cooperatives borrowed from the bank for cooperatives during 1957. 

Since the passage of the Farm Credit Act of 1955, our member cooperatives 
have made substantial investments in the permanent capital of the banks for 
cooperatives, the 12 district banks, and the central bank. 

At the time of the passage of the 1955 act, the grain cooperatives were among 
the largest investors of some $20 million of “borrower” stock, all of which was 
convertible in cash upon repayment of the loans. 

But after passage, first of the 1953 and then of the 1955 acts, most of the 
cooperatives I represent, as well as most other farm cooperatives, were persuaded 
that Congress intended that these mixed-ownership corporations were to provide 
for gradually increased borrower ownership, along with effective participation 
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in the management and control of the banks for cooperatives. This was to 
proceed along with the gradual retirement of Government capital. 

The law is clear on this. The chief advocates of these laws, including the 
President of the United States together with bipartisan support in Congress, 
made these objectives abundantly clear. There was very little opposition to the 
legislation on final passage in Congress. 

It is to be recalled that, in signing the Farm Credit Act of 1953 which laid 
the basis for the 1955 act, the President said he was meeting objectives he had 
announced at Omaha in the 1952 Presidential campaign. What he said at Omaha 
on September 18, 1952, on the subject was, in part, this: 

“We will remove the Federal domination now imposed on the farm credit 
system. Employees of these farmer-owned self-supporting institutions should not 
be Federal appointees. A Federal farm credit board, elected by farmer members, 
should be established to form credit policies, select. executive officers, and to see 
that sound credit operations will not be endangered by partisan political in- 
fluence.” 

In signing the Farm Credit Act of 1953 into law he explained : 

“The Farm Credit Act of 1953 meets many of the objectives which I announced 
at Omaha. It provides for a Federal Farm Credit Board. The President is 
required to consider nominations of the farmer and cooperative members of the 
Federal farm credit system in choosing that board. It authorizes the board to 
select its principal executive officers. It vests in the Board the power to adopt 
policies to guide the operations of the farm credit system within the framework 
of the law. 

“The farm credit system has a splendid record of service to the American 
farmer. A part of the credit for that service goes to the farmer participation 
in the membership of the district boards. The extent of that participation on 
the district boards is also increased by the Farm Credit Act of 1953 * * * 

“The signing of the farm credit bill marks another milestone in our march 
toward an agriculture which is productive, profitable, responsible, and free from 
excessive regulation.” 

The 1955 act established, pursuant to a study instituted by the act of 1953, 
the principle of action for putting the Cooperative Banks on the road to greater 
independence—ownership and control by its borrowers, farmers and their co- 
operatives. 

At that time the cooperative borrowers had approximately $20 million invested 
in “borrower” stock, necessary to make them eligible for loans but which was 
convertible into cash upon repayment of the loans. Instead of converting such 
capital into cash, most cooperatives enthusiastically enlisted this and additional 
capital in the support of the new act heralded by the President himself as the 
“road from Federal domination.” 

As of December 31, last, farm cooperatives had invested $15,100,000 in B 
stock and $10,300,000 in C stock, or in excess of $25,400,000 in all. 

The retains on bank earnings on the capital provided and from loans outstand- 
ing to cooperatives, including those I represent, add steadily to the capital of 
the 12 district banks and the central bank, thus advancing the program of retir 
ing Government capital over a period of time. 

The bill before you, H. R. 8332, would change the situation completely. 

A. It would increase “Federal domination,” as that term is generally used, 
by subjecting these banks not alone to the supervision of the Farm Credit Ad- 
ministration, a Federal agency which is fully adequate and competent. It 
would increase “Federal domination” greatly by bringing these banks, which 
are mixed-ownership corporations, under the control of the Budget Bureau. 

The Banks for Cooperatives have never been under the Bureau of the Budget 
in the 24 years of their operation. This is because they have been mixed-owner- 
ship corporations. The banks for years have conserved the Government capital 
and built up substantial surpluses. They are carefully examined by independent 
Farm Credit examiners each year. They are also subject to examination by 
the General Accounting Office which makes reports to Congress which are brought 
to the attention of your committee. 

The proposed budget provision would require the banks to submit budget 
programs and to have the amount of their funds which may be spent for ad- 
ministrative purposes authorized by Congress each year so long as the banks 
are eligible for Government subscription to their capital stock and notwith- 
standing that a bank has retired all of its Government capital. 

The implication of this requirement is that it would require the officers of 
the banks to forecast a year and a half to 2 years in advance loan volume, the 
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amounts of debentures to be issued, and thereby the amount of money to be 
borrowed. i 

This is practically impossible in connection with complex agricultural opera- 
tions which are subject to weather and other hazards of nature. 

It would straitjacket the operations of the banks, thereby reducing their value 
and utility so far as agricultural producers, operating through their own in- 
stitutions, are concerned. ‘ 

It may be possible to make accurate long-range forecasts in some fields of ac- 
tivity, but it is impossible at this moment for anyone accurately to forecast 
the volume of the various crops this year or the course of prices or the storability 
and other quality factors incident to marketing these products next fall and 
winter. Thus, credit requirements cannot be precisely forecast for long periods 
of time in advance. 

The budget requirement would mean that salaries, expenses, and operating de- 
tails would be subject to review, recommendations vetoed, and the risk would 
be run from time to time of flat percentage curtailments of expenditures even 
after congressional action on budgets had been completed. 

B. It would extend the control of the Secretary of the Treasury over bonds, 
notes, debentures, and other instruments of indebtedness issued by the Banks 
for Cooperatives and Federal intermediate banks, authority as to which now 
rests with a Federal official, the Governor of the Farm Credit Administration. 

Such control would be centered in the Treasury Department on borrowing 
and interest rates, even though such obligations are not an obligation of the 
Government of the United States. 

C. It would reverse the objectives of the 1955 act—ultimate ownership and 
control of these institutions by their borrowers. 

H. R. 8332, if enacted, might well serve as a precedent for subsequent 
proposals delimiting the authority of boards of directors and officers of the 
Banks for Cooperatives in a way so as to completely set aside the objective 
of reducing Government domination. 

D. It would stop at once, in my opinion, further investment by farm coop- 
eratives in the permanent capital of the banks beyond the minimum required 
for eligibility in obtaining loans, thus destroying the incentive in expediting 
the retirement of Government capital. 

Further, it would induce widespread regret with respect to the permanent 
investments farm cooperatives have already made in permanent capital, leaving 
them with the conviction that the Government has not acted in good faith by 
changing the rules and objectives subsequent to the passage of the 1955 act. 

It was after the passage of that act that these cooperatives agreed in good 
faith to make investment in permanent capital. 

E. It would transfer and concentrate in the Budget Bureau and the Treas- 
ury Department authority which the 1955 act contemplated would be vested 
in the farmer-members of the boards of directors of these banks—boards which 
farmers and their institutions are having a larger voice in selecting. 

Indeed, it would reduce the status of these boards, mostly very able and out- 
standing farmers, as makers of policies and decisions to approximately the 
status of a board of visitors. They would be reduced to the function largely 
of making some recommendations and observations, but real control would 
center in agencies in Washington which typically have few men who have any 
outstanding interest in, or competence in, farm matters, including farm credit. 

Personally I was not entirely surprised to see the Budget Bureau draft. 
which I understand you, Mr. Chairman, introduced “by request,” and a Bureau 
witness urge passage of H. R. 8332. 

It was exactly in anticipation of this type of bill that I indicated some mis- 
givings with respect to the 1953 act. I have long been aware of the persistent, 
institutional aspirations for highly centralized control of the Government 
within the Budget Bureau—the strong approach to central management. These 
aspirations persist and multiply, no matter what man or whatever party is in 
charge of the agency for the time being. 

Decentralization is contrary and suspect to management concepts typically 
advanced by the Bureau for many years. With the same relentless pace of a 
huge glacier, it tends to move ahead, sweeping aside all other concepts before it 
to assure conformity with its massive concept of central control. 

I have talked with the men, whom I found quite “far down the line” in the 
Budget Bureau hierarchy, who deal with the subject of farm credit and the co-op 
banks system. I have found nothing in their backgrounds or interests which 
indicated any significant comprehension of farm affairs superior to the bona 
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fide farmers who man the district and national farm credit boards. Yet, effective 
veto and thereby control would be vested effectively in these men. 

I submit that the decentralization concept which runs throughout the 1953 
and 1955 acts relative to the cooperative banks system is sound, if permitted 
to develop. The Government’s interest will be well safeguarded. 

If it was sound in 1952, 1953, and 1955, why should it suddenly be unsound 
now? 

The 1955 act took into account that ownership and control by farmers and 
their cooperatives could not be realized in a day or a year or even a decade. 
The act, therefore, contemplated a gradual development, a gradual transfer. 
This was acceptable. 

Now we are barely in the early stages of this gradual transition. There is 
nothing new or evident to support a conclusion that the 1955 act was in error 
or that the Governor and the Farm Credit Administration have failed to pro- 
vide adequate supervision—that the sound, safe road to decentralization enun- 
ciated in the 1955 act is no longer warranted. 

The bill would cut through the progress made and halt effectively further 
free-will investments by cooperatives in these banks and, in effect, change the 
status of these banks from the limited control long effective with respect to 
mixed-ownership corporations to Government-dominated wholly owned cor- 
porations. 

I have asked experienced cooperative executives who are trustees of the 
assets of their farmer members if they would recommend to their boards of 
directors a further investment of permanent capital in these banks after pas- 
sage of such an act as this. They have told me uniformly they would not so 
recommend but would, instead, regret the investment made to date. 

It seems to me that this demonstrates that the ideal of increased ownership 
by farmers and their cooperatives and a reduction in the Government capital 
would be, in fact, delayed by such legislation as H. R. 8332. 

These cooperative leaders believe that the bill would in the process of cen- 
tralizing control endanger the banks to a new high degree of political control, 
which they have escaped heretofore. 

If the motivation of the bill is to insure central Government control of credit 
available to cooperatives, as would be the end result, let us face up to this 
issue squarely and frankly. 

Farm cooperatives in all fields are growing and as they grow will inevitably 
require more credit. They desire to have cooperative bank institutions in a posi- 
tions to grow also, to meet the needs of the future. Passage of the bill would 
reduce the possibilities of such growth, as well as the usefulness of these insti- 
tutions which have, generally speaking, functioned well for many years. 

The President, in a television address at Bradley University, Peoria, Ill., on 
September 25, 1956, said: ‘Today the farm credit program is the best in history. 

The farm people have more say about the farm credit management than ever 
before.” 

It was a political speech, to be sure. I believe the statement he made was true 
and that both political parties, through their Members in Congress, have con- 
tributed to this result by the passage of the 1955 act. 

Since nothing has entered the picture which proves the necessity of repeal or 
reversal or change in a new direction at this time, so far as farmer-member 
ownership-control of the system is concerned, we urge that the bill be disapproved 
by the committee. 


The Carman. We will now adjourn until this afternoon at 2 
o’clock. 

(Whereupon, at 12:15 p. m. the subcommittee was recessed until 2 
p. m. of the same day.) 


AFTERNOON SESSION 


The CuHarrman. We will resume the hearing on H. R. 8332. 

Our first witness will be Mr. Blalock. He is a committee member of 
the Baltimore farm credit district. 

Mr. Blalock was introduced this morning to us by the Congressman 
from Virginia, Mr. Abbitt. 
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STATEMENT OF H. G. BLALOCK, MEMBER, NATIONAL ADVISORY 
COMMITTEE OF PRODUCTION CREDIT ASSOCIATIONS 


Mr. Buiatockn. Mr. Chairman and members of the committee, my 
name is H. G. Blalock. I am a farmer and reside at Baskerville, Va. 
I am a member of the board of directors and president of the South 
Hill (Virginia) Production Credit Association. I also represent the 
second farm credit district on the National Advisory Committee of 
Production Credit Associations. 

I am here today at the request of the chairman of the national ad- 
visory committee to present a statement on behalf of that committee. 
The statement is based on action of the committee taken at a meeting 
held in Washington, D. C., on February 12, 1957. 

The National Advisory Committee of Production Credit Associa- 
tions consists of 12 members, one from each of the 12 farm credit 
districts, each member being selected by the directors of the production 
credit associations of his district. The purpose of the committee is 
to present the views of the production credit associations in matters 
affecting their interest, encourage increased member participation 
in the affairs of the association, and promote more efficient adminis- 
tration and better service to agriculture by that part of the farm 
credit system concerned with short-term credit. The full membership 
of the committee is as follows: 

District No. 1: William Wadsworth, Farmington, Conn. 

District No. 2: H. G. Blalock, Baskerville, Va. 

District No.3: W. F. Woodruff, Nashville, N.C. 

District No.4: W. E. Lacy, Hopkinsville, Ky. 

District No. 5: P. E. Williams, Clarksdale, Miss. 

District No.6: R. H. Laterman, Chatham, Ill. 

District No. 7: Walter H. Dunn, Ellendale, Minn. 

District No.8: Wm. Youngelas, Webster City, Iowa. 

District No. 9: King L. Banks, Delta, Colo. 

District No. 10: Grover C. Impson, Beeville, Tex. 

District No. 11: Glen R. Harris, Richvale, Calif. 

Mr. Harris is chairman of this committee, Mr. Chairman. 
Continuing : 

District No. 12: Jack Arnold, Birney, Mont. 

You have already had described for you the policies and objectives 
of the Farm Credit Act of 1953. The Farm Credit Acts of 1955 and 
1956 were passed to give effect to those policies and objectives. Our 
committee supported both of those measures and both were enacted 
with almost unanimous support by the users of the farm credit system. 
Those measures were passed by overwhelming majorities in both 
Houses of Congress. 

While our committee supported both the 1955 and 1956 acts, the 
production credit associations were more directly concerned w ith the 
1956 legislation. Under the 1956 act, you will remember, the pro- 
duction credit associations are now purchasing capital stock of the 
Federal intermediate credit banks with a view to complete ownership 
of the banks and the retirement of all Government capital in them. 

One of the big issues in connection with the 1956 legislation was 
the matter of continuing budget control by the Bureau of the Budget 
over the Federal intermediate credit banks. Our committee, speaking 
through its chairman, told the committees of Congress during the 
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hearings on the 1956 legislation that we would prefer that no legisla- 
tion be enacted rather than have the provisions requested by the Bu- 
reau of the Budget become law. As you know, the views of the Bureau 
of the Budget did not prevail and we were higly pleased with the 
provisions of the law finally enacted. 

Our committee feels that the 1956 act amounts to a compact between 
the Government and the production credit associations. We are now 
carrying out our part of that compact by purchasing stock in the 
credit banks, the proceeds of which are being used to retire Govern- 
ment capital in the banks. We expect to retire every dollar of Gov- 
ernment capital over a reasonable period of years. 

The Congress, by enactment of the 1956 legislation, agreed to free 
the banks of budget control by the Bureau beginning January 1, 1959. 

Mr. Chairman, we are here today asking only that Congress keep its 
part of the agreement and not enact the bill requested by the Budget 
Bureau. We believe our request is consistent with the principle of 
fair play and we have every confidence that the Congress will not 
reverse the decision it made less than 2 years ago to free the banks from 
the budget procedure under the Government Corporation Control Act. 

The additional Federal controls which the Bureau of the Budget 
seeks to impose upon the farm credit banks are apparently thought to 
be necessary, in part, to protect Government funds invested in the 
banks. The oflicers and directors of these banks are now under Fed- 
eral supervision by the Farm Credit Administration. 

The Farm Credit Administration has done, and is now doing, a 
fine job in supervising the banks and associations in the farm credit 
system. 


If the banks had squandered their funds or recklessly embarked 
mp transactions which were questionable either from the standpoint 


of good judgment or legality, there would be some justification for 
additional Federal controls proposed by the Bureau of the Budget. 

It isa well-known fact that the banks have done none of these things. 
On the contrary, they have operated strictly within the regulations and 
laws applicable to them and have served agriculture well. The Federal 
land banks have done an outstanding job for more than 40 years and 
they have never been under the budget procedure provided in the 
Government Corporation Control Act. 

We believe the same can be said for the banks for cooperatives dur- 
ing the 25 years they have been in operation. It is apparent, therefore, 
that there is nothing in the record over the years to indicate that 
Budget Bureau control is necessary to protect the Government’s invest- 
ment in these banks. 

The provision in the bill which would place in the hands of the 
Secretary of the Treasury power to control the issuance of farm credit 
debentures is objectionable for two reasons. 

First, this provision would give the Treasury Department the power 
to control funds but would leave the Farm Credit Administration with 
the responsibility for seeing that the credit needs of farmers are ade- 
quately served. It seems apparent that this division of authority and 
responsibility could only operate to the detriment of the farm credit 
system without accomplishment of any overall worthwhile objective. 

Secondly, the granting of power to the Secretary of the Treasury 
to control the source of loan funds for the farm credit system could 
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result in the use of the system as an instrument of credit control or 
general economic policy. 

Our committee feels that the system should never be diverted from 
its original purpose to provide agriculture with a sound, dependable, 
and effective source of credit. One of the reasons the Farm Credit 
Administration was taken out of the Department of Agriculture was 
to prevent the system from being used to further the aims and objec- 
tives of certain control programs. One way to assure that the farm 
credit system maintains the course which the Congress set for it is to 
keep it free from control by other departments of the Government. 

Our committee strongly recommends that H. R. 8332 not be 
enacted. 

Mr. Chairman, I appreciate the opportunity of appearing before 
your committee. 

The Cuarrman. I do not think there is any question of where you 
stand on this subject matter. 

Mr. Henpverson. Mr. Blalock, would you, just for the record, ex- 
plain the relationship between the production credit association and 
the Farm Credit Administration ? 

Mr. Buatock. And the Farm Credit Administration ¢ 

Mr. Henpverson. Yes. 

Mr. Bratocxk. The production credit associations are the local asso- 
ciations that render the service direct to the farmers under the opera- 
tion of the Farm Credit Administration through the Bank for Coop- 
eratives and the production credit association through the 

Mr. Henoperson. Is it true that only members of your association 
can get the loans? 

Mr. Briatock. They have to become members of the association to 
get the loan. It does not mean that any farmer who is eligible for 
credit cannot become a member. 

Mr. Henperson. I understand. 

The CuHarrman. You mean when they get the loan they never need 
any money any more because they will be members of this bank. 

Mr. Buatock. We are awfully proud of the bank each year as it 
rolls around. 

The Caarrman. Thank you very much, Mr. Blalock. 

We will next hear from Mr. Frederick H. Smith, who is repre- 
senting the Comptroller of the United States. 

We are always happy to have representatives of the Comptroller’s 
Office among us. 

Will you introduce your associate 4 

Mr. Smiru. This is Mr. Stuart Addison of the Policy Staff of the 
United States General Accounting Office. 


STATEMENT OF FREDERIC H. SMITH, ASSOCIATE DIRECTOR, 
ACCOUNTING AND AUDITING POLICY STAFF, GENERAL ACCOUNT- 
ING OFFICE; ACCOMPANIED BY STUART ADDISON, ACCOUNTING 
AND AUDITING POLICY STAFF 


Mr. Smirn. Mr. Chairman and members of the subcommittee, we 
appreciate this opportunity to appear before you to discuss H. R. 
8332 which is designed to implement a recommendation made by the 
President in his 1958 budget message that the Government Corpora- 
tion Control Act be amended to provide for budget and audit control 
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over Government corporations which are authorized, directly or in- 
directly, to obtain or utilize Federal funds. 

It appears that the primary purpose of H. R. 8332 is to make the 
Central Bank for Cooperatives, the regional banks for cooperatives, 
the Federal intermediate credit banks, and the Federal Deposit In- 
surance Corporation subject to the budgetary provisions of title I 
of the Government Corporation Control Act during any period in 
which they possess authority (1) to issue or have outstanding obli- 
gations guaranteed in whole or in part by the United States; or (2) 
to obtain Government funds by appropriations, borrowing, subscrip- 
tions to capital stock, or otherwise; or (3) to utilize Government 
funds obtained by any of the above methods. 

These corporations are very large, as evidenced by their balance 
sheets as disclosed in our respective audit reports to the Congress. The 
potential liabilities of these corporations run into billions of dollars, 
approximately $3 billion for the Federal Deposit Insurance Corpora- 
tion alone. 

The Cuatrman. That $3 billion has never been used, has it? 

Mr. Smiru. No, sir, it has not. It is the Federal Government’s con- 
tingent liability in case it is called on, that is all. 

We thus believe that some control by the President and the Congress 
over these corporations is desirable in order to coordinate effectively 
the total financial program of the Government. The experience ob- 
tained with the budgetary controls over the wholly owned corporations 
under the Government Corporation Control Act shows that overall 
financial controls can be exercised without interference with the re- 
quired flexibility of wholly owned Government corporations and there 
is no apparent reason why it cannot also be done with mixed-owner- 
ship Government corporations. 

The CHairman. Is there any reason why it should be done ? 

Mr. Smiru. The General Accounting Office has consistently taken 
the position, Mr. Chairman, that the point of control for Government 
finances is the Congress. We believe that here is a potential payment 
by the Treasury of a large sum of money, billions of dollars, possibly. 
It is our view that Congress should be currently informed of the 
operations of these agencies and be aware of anything that might be 
transpiring that oan cause this contingent liability of the Govern- 
ment to become a real liability. 

The CHarrman. Don’t you feel that the requirement that they be 
audited by your institution is a sufficient safeguard ¢ 

Mr. Smirn. Yes, sir. We believe that the right to report that the 
Comptroller General has under the Government Corporation Control 
Act is very valuable and very beneficial to the Congress. 

We also believe that it is important that the Congress have the 
opportunity to question the administrators of these agencies about 
their operations; to have them appear periodically and explain and 
answer questions about their operations. 

The Cuatrman. If anything happened untoward, wouldn’t you as 
an arm of the Congress report it to the Congress ? 

Mr. Smirn. That is very true, sir, and we do report those things 
which we see, but generally on an after-the-fact basis. 

The Cuarrman. Well, where nothing has happened over an ex- 
tended number of years, why do you now place so much emphasis on 
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what might happen? Sure, I might not get to heaven, but I am not 
faced with that yet. 

Mr. Smiru. But: actually we are not really concerned about anything 
happening. Possibly it is an abundance of caution on our part that 
we think it is good operating policy that the Congress keep its finger 
on things. 

The Cuairman. Would you get a better operation, do you believe, 
than you are getting? They seem to be operating, paying off their 
debts and paying the Government all of its money back and they 
have not defaulted. 

Mr. Sniru. I would like to say that the 2 groups we are talking 
about here, the farm-credit group and the Federal Deposit Insurance 
Corporation are in our opinion 2 of the best-managed organizations 
we have observed. 

The Caarrman. Then why would you disturb them ? 

Mr. Smrrn. Mr. Chairman, if is our view that there is no dis- 
turbance in the procedure of presenting a budget to the Congress. 

The Cuatrman. I notice that none of them are kicking on you. 
They are kicking on somebody else. 

Mr. Suurx. Y es; we appreciate that. 

The Crarrman. I am interested in knowing why you are here de- 
fending somebody else. 

Mr. Sarr. Mr. Chairman, it seems that the control that everybody 
is talking about here is review by the Bureau of the Budget. 

The General Accounting office has never viewed budgetary control 
as being control by Bureau of the Budget. We view budgetary 
control as being an observation and an opportunity to question by the 
Congress itself 

The CHairman. You do that for us in your report to us. If any- 
thing is wrong, if you find something is wrong, you are supposed 
to come and tell us. 

Mr. SmitH. We do that. 

The Cuarrman. And then we will question. But if everything is 
running all right according to your report, why should we cal] in the 
Bureau of the Budget when they do not want it ¢ 

Mr. Smiru. I am glad that you have such a fine opinion of our 
ability to uncover all these things we should, but in just sitting here 
and listening to you gentlemen question these witnesses, I am sure 
that you could uncover a lot of things that we in the General Ac- 
counting Office could not because we ‘do not approach the things in 
exactly ‘that manner. 

The Cuarrman. Then should we depend upon the General Account- 
ing Office if they know of anything that we should know to tell us? 
But because they say nothing against them it leads us to think that 
everything is all right. 

Mr. Surru. A thing can be very well run and still we can have some 
complaints about it. 

In our Farm Credit report this year and last year, although we 
think that Farm Credit is a very well operated organization, we had 
a couple of complaints about their operations. 

The Cuairman. Did they rectify them ? 

Mr. Smirn. They did; yes. 

The CHarrman. Are ‘you satisfied? Isn’t that supervision enough 
for them? I have confidence in your ability to find anything wrong. 
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Mr. Smiru. The complaint we had of the banks for cooperatives 
in 1956 was corrected to the extent that we did not have to mention 
it in 1957. The other comment had to do with the interest policy of 
the intermediate credit banks and we have the same comment in 1957 
we had in 1956. They are making loans at a rate which will create an 
interest loss, a subsidization in interest to the PCA’s. 

The CuarrMan. Did you call that to their attention ? 

Mr. Smiru. Yes; it is in our report. That is a thing that we can 
mention but that is the extent of it. 

Our power goes to reporting to the Congress. Then it is the Con- 
gress that questions the administrators as to what they are doing. 

The Cuairman. Maybe some members of my committee have been 
derelict in their duty, because they get the reports of the General 
Accounting Office, and if you say anything i is wrong they should have 
looked into it. 

Mr. Smiru. Well, sir, we did not say it is wrong. 

It is a question of a change in policy under which traditionally 
for many years the intermediate credit banks have been operating 

They operated under the policy of always recovering costs. In the 
last 2 years when the interest rates have been rather high they have 
made loans to the PCA’s at rates that did not recover their interest 
costs. 

Our Office is not the one to say whether that is good or bad. 

That change in policy is something that if Congress thinks it is to 
be questioned, Congress should raise the questions. 

Mr. Henperson. Mr. Smith, how would this have been avoided 
had Budget control been in effect ? 

Mr. Sauru. Actually, Budget control is in effect for the intermedi- 
ate credit banks right now. 

The CuHarrman. If it is in control and you still find something 
wrong, why should you put these under the control when you haven't 
found anything wrong? 

Mr. Sura. There has been a lot of complaint here about putting 
the intermediate credit banks under Budget control. 

At one time for a period of 4 or 5 years I was engaged in the 
audit of Farm Credit and I became pretty well acquainted with the 
people who were running the place at that time. I never once heard 
a complaint about the Federal intermediate credit banks having to 
present budgets to the Congress. 

The CHarrman. They entered into an agreement 2 years ago that 
they were to retire all of the Government stock. Now they have been 
carrying that out. Now you come right back around and are asking 
them to come under control that they objected to then, Why should 
we do that? 

Mr. Smiru. As I say, sir, it is our desire and belief in the General 
Accounting Office that when Federal funds of the amount that we are 
talking about here, hundreds of millions of dollars, billions of dollars 
in some cases, are at stake. Congress should have some device by 
which it can keep its fingers on the pulse of those operat ions. 

The Carman. Wasn’t that up at the time Congress passed this 
2 years ago’ 

Mr. Snir. Yes, sir. 

The Cuairman. Didn't you raise that question, then, at that time? 

Mr. Smiru. I don’t know what we said. 
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I doubt very much whether we said anything about it. 

The Cuarrman. Don’t you think that was the time to say something 
about it ? 

Mr. Smiru. Well, it could have been; yes. 

The Cuarrman. Then you let us enter into an agreement and then 
want us to come back and change our minds about it. 

Mr. Suir. Well, let us say that we may have overlooked an oppor- 
tunity to express the longtime policy of the General Accounting 
Office. 

All of the mixed-ownership corporations mentioned in section 201 
of the present Government Corporation Control Act would, by H. R. 
8332, be made subject to the budgetary provisions of title I of that act 
except the Federal land banks and the Federal home loan banks. To 
the extent of these exceptions, the bill would fail to carry out the 
President’s recommendation. 

The CuHarrMan. Did the President recommend that these be in- 
cluded in this act ? 

Mr. Smiru. No. sir; he made no specific recommendation as to what 
should be done. He simply set down the formula under which it 
should be done, and we believe that the formula, if applied vigorously, 
would include these two groups of banks. 

The Cuarrman. Thank you. 

Mr. Smiru. The Federal land banks and the Federal home loan 
banks have access to large reservoirs of Government capital. 

The Secretary of the Treasury is authorized by law (12 U. S. C. 
1431 (i)) to purchase bonds of the Federal home loan banks up to a 
total of $1 billion. The Federal Farm Mortgage Corporation is author- 
ized by law (12 U.S. C. 1020 (c-1)) to borrow from the Treasury an 
amount not to exceed $500 million and that Corporation is authorized 
(12 U.S. C. 1020 (1)) to make loans to Federal land banks. 

I will say right here because the Bureau of the Budget has raised the 
question in its testimony, that this authority is not unrestricted. There 
is a restriction that these loans to the Federal home loan banks be made 
at the discretion of the Secretary of the Treasury, and it would 
require appropriations for the Federal Farm Mortgage Corporation 
to exercise its authority. But notwithstanding that, we still believe 
it was within the intent of the proposal of the Congress that this 
type of access is included in the formula. 

Also the Federal intermediate credit banks are authorized by section 
202 (a) (3) of the Federal Farm Loan Act, as amended by section 
104 (b) of the Farm Credit Act of 1956, Public Law 809, 84th Con- 
gress (70 Stat. 659, 663), to make loans to and discount paper for any 
Federal land bank. 

That particular authority right there is subject only to the rules and 
regulations of the Farm Credit Administration. We thus see. no 
valid reason for excluding the Federal land banks and the Federal 
home loan banks from the budgetary requirements proposed for other 
mixed-ownership Government corporations. 

Under the Government Corporation Control Act, the financial 
transactions of the mixed-ownership Government corporations set 
out in section 201 of that act are required to be audited by the General 
Accounting Office for any period during which Government capital 
has been invested therein. 
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All Government capital invested in the Federal land banks, the 
Federal home-loan banks, and the Federal Deposit Insurance Corpo- 
ration has been repaid and they are no longer subject to audit under 
that act. 

Our audits of the Federal home-loan banks and the Federal Deposit 
Insurance Corporation have been continued indefinitely, however, by 
an. amendment to section 11 of the Federal Home Loan Bank Act con- 
tained in section 4 of Public Law 576, 8lst Congress (64 Stat. — 
and by section 17 (b) of the Federal Deposit Insurance Act (12 U.S 
C. 1897), respectively. These specific provisions of law would not be 
affected by this bill.” Hence, only the Federal land banks at the pres- 
ent time are not subject to audit by the General Accounting Office. 

Under H. R. 8332, the financial transactions of the Central Bank 
for Cooperatives, the regional banks for cooperatives, and the Fed- 
eral intermediate credit banks would be audited by the General Ac- 
counting Office during the same periods they are required to submit 
ee programs, that is, as long as they possess authority (1) to issue 

r have outstanding obligations guaranteed in whole or in part by the 
U Inited States; or (2) to obtain Government funds by appropriations, 
borrowings, subscriptions to capital stock, or otherwise; or (3) to 
utilize Government funds obtained by any of the above methods. 

We agree that the period during which Government capital is in- 
vested in the mixed-ownership Government corporations should not be 
the sole criterion since the Government may have substantial poten- 
tial liabilities even though all Government capital has been repaid. 

The Congress recognized this when it required the continuance of 
the audit . the Federal home loan banks and the Federal Deposit 
Insurance Corporation. We are in complete agreement with the ex- 
tension a our audit as proposed in H. R. 8332. 

Since the Federal land banks have repaid all of their Government 
capital, they are not audited by the General Accounting Office under 
existing law nor would they be subject to any of the provisions of the 
Government Corporation Control Act as it would be amended by this 
bill. 

Since the Federal land banks have the authority to borrow sub- 
a antial Government funds from either the Federal Farm Mortgage 

‘orporation, a wholly-owned Government corporation, or the F ederal 
icetenetinte credit banks, we see no valid reason why they should not 
be included in H. R. 8332 and made subject to the same budget and 
audit controls as the thes mixed-ownership Government corporations. 

There is an additional reason why the Federal land banks should 
be audited by the General Accounting Office. These banks function 
as an essential and integral segment of the permanent Federal agri- 
cultural credit system, ‘the safeguarding of which is a Federal re- 
sponsibility whether financial, regulatory , or a matter of public 
policy. The audit of these banks on a commercial basis is necessary, 
in our opinion, in order that the Congress may be fully informed 
concerning the management, policies, and financial status of the Fed- 
eral agric ultural credit system asa whole. We have recommen! “din 
reports to the Congress on our audits of the corporations of the Farm 
Credit Administration that audits of the Federal land banks, dis- 
continued in 1947 when all of the Government capital invested in the 
banks was repaid, he reinstituted. 
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The Federal land banks pay only an amount equal to 614 percent 
of the total amount of their payrolls into the civil-service retirement 
fund; they make no payments to the employees’ compensation fund 
nor do they pay for the cost of administration of either the civil- 
service retirement fund or the employees’ een fund. To 
this extent, under H. R. 8332, the Federal land banks would receive 
preferential treatment since all other corporations would be required 
under that bill to make the payments for these purposes. 

In summation, we feel that the purposes of H. R. 8332 are meritor- 
ious and it has our support. We dion however, that the proposed 
legislation should be expanded to provide budget control of the Fed- 
eral home loan banks and both budget and audit control of the Federal 
land banks as well as to eliminate any preferential treatment. 

That is our formal statment, Mr. Chairman. 

Mr. Kixeore. No questions, Mr. Chairman. 

Mr. Henperson. Just one question, Mr. Chairman. 

Mr. Smith, you heard the testimony of the representative of the 
Treasury Department this morning ? 

Mr. Smirn. Yes, sir. 

Mr. Henperson. And you are familiar with the amendment that 
he presented ? 

Mr. Smiru. Yes, sir. 

Mr. Henperson. Your proposals do not encompass his amendment 
in any way, do they ? 

I know you have not drafted them yet in the form of an amendment. 

Mr. Smiru. No, sir; the first I was aware of the Treasury’s pro- 
posal was just this morning. 

Mr. Henperson. Have you formulated an opinion on what they 
have proposed ? 

Mr. Smiru. Well, sir, you see we have taken a much broader posi- 
tion than Treasury has taken. 

They want to bring the home loan banks and the Federal land 
banks under one single provision of this act. We say let’s bring 
them under the whole thing. 

Mr. Henperson. Then if you formulated an amendment encom- 
passing the views which you have expressed, it would include what 
the Treasury has proposed ? 

Mr. Smirn. Yes, sir. 

Mr. Henpverson. Mr. Chairman, I wonder if we could ask the Comp- 
troller General to formulate some language, since he has made a spe- 
cific recommendation for amendment and submit it to the committee. 
_ Mr. Smrru. I could do that right quick. The only addition is to 
include the Federal land banks, the home loan banks in the first section 
of the bill. 

On the top of page 2 the change would merely be where it says “By 
adding before the period at the end thereof the following”—and then 
follow that with “Federal land banks and Federal home loan banks.” 

Mr. Henverson. And that would cover what you propose? 

Mr. Situ. Yes. 

Mr. Henverson. Mr. Chairman, this morning there was some dis- 
cussion of the attitude of the President on this, and I have been asked 
to request that a statement made by the President coincident with his 
signing the Farm Credit Act of 1956 objecting to certain provisions 
of that bill be introduced in the record. 
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(The document referred to is as follows :) 
THE WHiteE Hows, July 26, 1956. 


STATEMENT BY THE PRESIDENT 


I have today signed into law H. R. 10285, to merge production credit cor- 
porations in Federal intermediate credit banks; to provide for retirement of 
Government capital in Federal intermediate credit banks; to provide for super- 
vision of production credit associations ; and for other purposes. 

It is my earnest desire that we move toward farmer ownership of the Federal 
intermediate credit banks, and other institutions supervised by the Farm Credit 
Administration, as rapidly as may be consistent with the maintenance of a sound 
and stable system of agricultural credit. Progress toward this objective has been 
gratifying and should be actively encouraged. My deep convictions about the 
desirability of this objective have led me to sign H. R. 10285 despite some mis- 
giving. In providing for the retirement of Government capital in the Federal 
intermediate credit banks, the bill relaxes those safeguards which are required 
to protect the Government's financial interests and to assure conformity with 
public policy during the long period of transition to farmer ownership. 

Specifically, H. R. 10285 is defective in two respects : 

1. The bill removes the budget program of the Federal intermediate credit 
banks from annual review and approval by the President and the Congress 
after January 1, 1959. 

2. The bill will permit $62 million of public funds to be paid to stockhold- 
ers, including private production credit associations and other private 
tinancing institutions, upon the liquidation of any intermediate credit bank. 

With respect to the first objectionable provision, the Federal intermediate 
credit banks are now required by the Government Corporation Control Act to 
prepare and submit each year a budget program for review and approval by the 
President and the Congress. It is through this annual budgetary review that the 
President and the Congress are best able to keep currently informed of the 
banks’ financial operations and to take such action as may be necessary to as- 
sure that the banks operate efficiently and economically and that the Govern- 
ment’s investment is protected. 

As the debate on the floor of the Senate concerning the bill made clear, enact- 
ment of this legislation is not intended to and will not in fact relieve the Goy- 
ernment of its responsibility to provide financial support to the banks. Under 
the bill, the banks will remain congressionally established credit institutions. 
They will continue to hold themselves before the public as Governmental agen- 
cies and, therefore, agencies backed by the full faith and credit of the Govern- 
ment. They will retain the right to call on the Government for additional capital 
contributions. The requirements of responsible Government dictate that there 
be some method of Presidential and congressional oversight which annual re- 
view of the banks’ budget program would provide. Accordingly, I urge the 
Congress to enact legislation as soon as possible to keep the budget program of 
the Federal intermediate credit banks under Presidential and congressional re- 
view until such time as the banks become wholly privately owned institutions. 

The second major defect in this bill is the provision which will permit the 
$62 million surplus made available to the intermediate credit banks by the Gov- 
ernment to be paid to private stockholders in the event of dissolution or liquida- 
tion of any bank. Fortunately, these banks are intended to be permanent in- 
stitutions and the prospect of the public fiinds being handed over to private per- 
sons is remote. Even so, some legislative action should be taken to prevent such 
a “windfall” profit to private stockholders. If these public funds cease to be 
employed to support the farm credit system and thus to promote the general 
welfare of the agricultural community, they should be returned to the Treasury 
as the law provided prior to the enactment of this bill. Accordingly, I recom- 
mend that the Congress repeal this provision of the bill at the earliest oppor- 
tunity. 


The Cuatrman. Thank you very much. 

You advise the Congress and we look to you in these matters. It 
seems to me that you ought to set it out a little clearer so we will under- 
stand that you object to their procedures, rather than wait until legis- 
lation comes up like this and then join in asking passage of the 
legislation. 
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Mr. Smiru. Well, sir, our recommendation that the Federal land 
banks be continued under audit was made as early as 1947, 11 years 
ago. 

The Cuarrman. Did you testify in 1956 when the act was passed 
that they are complaining of that now you want to change, which is a 
breach of faith ? 

Do you know the position of your Department then ? 

Mr. Smirn. At that time the proposal—the proposals that were 

made were probably in line with our views that the intermediate credit 
banks be made cooperative. 

I know that for several years we made recommendations that the 
San credit corporations be abolished and that their functions 
be transferred to Farm Credit Administration, or the Federal inter- 
mediate credit banks. 

We made that recommendation several years ago, so in a measure 
the 1956 act did enact into law some of the views of the General 
Accounting Office. 

The Cuatrman. But they would regard this legislation now as a 
breach of faith on the part of the Congress. 

You would not have us placed in that position, would you? 

Mr. Smiru. Well, sir, I would say it is a matter of viewpoint. Let’s 
say that the Ge neral Accounting Office is selfish. We are selfish in that 
we think we are protecting Federal finances which involve a lot of 
people besides those who are directly interested in this bill. 

Other people pay taxes, the money which will be used to pay these 
large sums if they have to be paid, city as well as country people, and 
it is our hope that we represent everybody, and represent the Congress 
particularly, in looking after the fiscal affairs of the Government. 

The Cuarrman. Did you favor the legislation in 1956? 

Mr. Sar. I do not know whether we did, sir. 

The CHarrmMan. And now you are finding fault with it before it 
has 

Mr. Suiru. I would not admit that we are finding fault with it. 
I would say that we are advocating here something that our office 
has traditionally emphasized and been for; that i is, control of Federal 
finances by the Congress. 

The Cuarrman. I like that control by the Congress, but this bill 
does not set that out clearly. 

Mr. Smirn. We view it that it does. That is our view. 

We have never viewed budgetary control as being a control by the 
Bureau of the Budget. 

The Cuamrman. They say that control of their budget is control of 
them, that we are turning them loose. 

Mr. Suirn. Mr. Chairman, I cannot recall any case where a cor 
poration was interfered with in its program by the Bureau of the 
Budget’s altering or asking it to change the program presented in its 
budget. 

The Crarrman. Then why is it they have confidence in you and do 
not have confidence in the Bureau of the Budget ? 

Mr. Smirn. I do not know why. 

The Cuarman. Thank you very much. 

Our next witness will be Mr. Wilmer Smith. 
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Congressman Mahon was in this morning and was interested in him 
and told us that in his absence Mr. Kilgore would introduce you to 
us properly. 

Mr. Kireore. Mr. Chairman, I am pleased that Mr. Wilmer Smith 
is here. He is a constituent of Mr. George Mahon’s, as the chairman 
has said. He is well known to all the Texas delegation in the fields 
in which he appears today. 

The Cuairman. Texas has been well represented all through these 
hearings. 

Mr. Kireore. I do not know whether it would be indicative of the 
fact that we are money borrowers or not, but we certainly are glad 
to have him and appreciate Mr. Mahon bringing him by this morning, 
Mr. Chairman. 

The Cuairman. Thank you. 

You may proceed. 


STATEMENT OF WILMER SMITH, CHAIRMAN, NATIONAL ADVI- 
SORY COMMITTEE OF STOCKHOLDERS OF THE BANKS FOR 
COOPERATIVES 


Mr. Smiru. Mr. Chairman and members of the subcommittee, I 
am Wilmer Smith, a farmer from Wilson, Tex. I am a member of 
cooperatives which are stockholders in the Houston Bank for Coopera- 
tives. In addition, I am chairman of the national advisory commit- 
tee of stockholders of the banks for cooperatives. I appear here 
today representing that committee. 

For a number of years before they were successful, borrowers from 
the banks for cooperatives sought legislation which would enable them 
to retire the Government capital in the banks and eventually become 
owners of them. Efforts in this respect go back as far as 1948 but it 
was not until 1955 that such legislation was enacted. The Farm 
Credit Act of 1955 provided the means whereby this objective could 
be accomplished. 

Since January 1, 1956, the effective date of the Farm Credit Act of 
1955, borrowers from the banks for cooperatives are making regular 
investinents in the stock of the banks in amounts varying - from 15 
to 25 percent of the interest payments on their loans. 

The Carman. That is higher than is required by law. 

Mr. Smiru. Yes, sir. The minimum investment required by law is 
10 percent of such interest payments and the maximum is 25 per- 
cent of those payments. The law gives to each bank the discretion to 
determine the actual rate of investment between those 1 ranges. Weare 
proud of the fact that not a single bank is requiring pay ments as low 
as the 10 percent maximum of 25 percent of interest payments which 
borrowers are required to invest in bank stock. 

The witness for the Bureau of the Budget said Tuesday that Gov- 
ernment capital in the Farm Credit banks is being retired primarily 
from income and not from private stock subscriptions. This is not 
an accurate statement insofar as the banks for cooperatives are con- 
cerned, Of the $8.4 million of Government stock in the banks retired 
since January 1, 1957, about 50 percent has been retired from stock 
subscriptions by the borrowers and about 50 percent from income. 
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And I should like to point out that more than two-thirds of the stock 
subscribed by borrowers from their own pockets is in excess of the 
minimum required by law. We believe this shows our earnest desire 
and intention to retire the Government capital as fast as possible. 
Mind you, Mr. Chairman, we are doing this without any budget con- 
trol by the Bureau of the Budget. 

As has been stated, the banks for cooperatives have never been 
under the budget procedure provided in the Government Corporation 
Control Act. When the 1955 legislation was cleared with the Bureau 
of the Budget we understand that the Bureau did not suggest that 
the banks for cooperatives be placed under budget control by the 
Bureau of the Budget. Also, so far as I can recall, no suggestion in 
this respect was made during the many weeks that the legislation 
was under consideration by the Congress before its enactment in the 
summer of 1955. Certainly, if the Budget Bureau had advocated 
this type of control for the banks, the borrowers would have ex- 
pressed strong opposition. We, therefore, think that to raise the 
issue now after the enactment of the 1955 act and after borrowers 
are investing their money in the stock of the banks is to ask for a 
change in the rules after the game has started. We think that this 
would be unfair to those who supported the 1955 legislation and are 
now going forward with the plan incorporated in that act. 

The Cuarrman. Do you know sai of objections made at the 
time that this was signed into law ? 

Mr. Smiru. The only objection that I know of that was made 
when the President signed the law was dealing with surplus funds, 
not with Bureau of the Budget control. 

The question was asked at the hearing Tuesday why it is that the 
district banks fear budget control. The answer is as simple as the 
old adage that the “burnt child fears the fire.” 

. The Cuamman. Would you explain that “the burnt child fears the 
re”? 

Mr. Smirn. I think it would be self-explanatory, Mr. Chairman. 
ab I suffered a severe burn one time myself and I am quite afraid 
of fire. 

The Federal intermediate credit banks and the production credit 
corporations (now merged in the credit banks) were always under 
budget control by the Bureau of the Budget following enactment of 
the Government Corporation Control Act. The Bureau of the Budget 
arbitrarily reduced the budgets for these institutions in several of the 
early years of operation under the Government Corporation Control 
Act. Asa result of these budget cuts, I know that these institutions 
in the Tenth District were unable to do what they regarded as an 
effective job and I understand that the same situation obtained in the 
other districts. 

You will recall that all three banks of a district have the same board 
of directors. It is frustrating experience to feel that they are ‘able 
to do a good job for two of the banks and must settle for a poor job 
for the other one, all because the Bureau of the Budget would not 
permit them to have sufficient administrative expense money to carry 
out their responsibilities. So, Mr. Chairman, the districts have good 
reason to fear the Bureau of the Budget when they have the power 
arbitrarily to reduce administrative expense funds below those neces- 
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sary to enable the district boards to carry out their responsibilities 
under the law. 

The CuHarrman. And you feel that you are in a better position to 
know than the members of the Bureau of the Budget ? 

Mr. Smiru. I certainly do. The people in our 10th district would 
answer that a very emphatic “Yes.” 

The question was also raised on Tuesday as to whether H. R. 8332 
would result in higher costs to the farm credit banks. We believe 
that it could have this effect if the Secretary of the Treasury is given 
authority to control the issuance of debentures by the banks. Farm- 
credit debentures are sold through a fiscal agent in New York who is 
employed by all of the 37 farm-credit banks. I need hardly add that 
an effort is made to sell these securities at the lowest possible interest 
rate. Before the interest rates on the securities are fixed, the fiscal 
agent “feels the pulse” of the investment market, so to speak, and 
recommends to the banks the rate of interest at which, in his judg- 
ment, the debentures can be sold. 

A debenture committee, consisting of bank presidents, recommends 
the rate and it is then the responsibility of the Governor, after con- 
sultation with the Secretary of the Treasury, to approve the rate for 
the debentures. The rate is always set as low as is considered possible 
in order to have a successful debenture sale. If the Secretary of the 
Treasury is given the power to set interest rates on these debentures, 
he might set a rate in excess of the rate which the fiscal agent, the 
banks, and the Governor consider necessary and thereby increase the 
cost of money to the banks. 

At this point, Mr. Chairman, I might insert this statement. The 
Governor is present and the committee might like to ask questions of 
the Governor on just how this relationship has worked out when he 
has gone to the Secretary of the Treasury to O. K. the interest rates 
that they found. 

The CHarrMan. You may introduce him after you are through. 

Mr. Suirn. The duty and objective of the banks is to sell the de- 
bentures with the lowest possible coupon rate, but if, for instance, 
the rate were set with a view to other objectives of the Treasury 
Department, a higher rate might sometimes be set by the Secretary. 
It must be remembered that one-eighth or one-sixteenth of 1 percent 
is a large amount of money when it is considered that the banks for 
cooperatives and the intermediate credit banks sell about $1.5 billion 
of securities each year. 

If the land bank were added in, it would be over $2 billion of 
securities each year. 

So the bill might result in additional costs to the farm credit banks 
and to the farmers and their cooperatives who borrow from them. 

Therefore, the stockholders of the banks for cooperatives urge that 
this committee report unfavorably on H. R. 8332. 

Thank you, Mr. Chairman. 

Mr. Kivcore. Mr. Chairman, I have two questions I would like 
to ask. One, Mr. Smith, when you were discussing over here the 
point in time at which the Bureau of the Budget “exercised some 
budgetary control over one of the intermediate credit organizations, 
would you explain the exact and practical effect of that control. 
What is the source of funds? What budget was it? Where did the 
money come from that they reduced the availability of to you? 
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Mr. Smirn. As I understand the operation of the credit banks, of 
the Federal intermediate credit banks, they use earnings of the bank 
to set up their operation expenses. It isn’t Government money but 
earnings of the bank and, if I recall, this particular case that 1 have 
in mind occurred in 1947 when the budget was reduced almost one- 
third. 

Mr. Kueorr. What I specifically wanted to leave clear in the rec- 
ord, and I think you left clear, is this: That is that the recommenda- 
tion of the Bureau of the Budget which was effective to reduce the 
budget of the Farm Credit organization was not a reduction in appro- 
priated funds by the Congress. 

Mr. Smiru. Not at all. 

Mr. Kireore. It was a reduction in funds from the operation of 
the bank which funds had been programed by the governing author- 
ity of the bank for use in the carrying out of its internal operations. 

“Mr. Suarn. Right. 

Mr. Kureore. Then one other question. With respect to interest 
rates, are you in a position to tell us generally how the interest rates 
on the debentures that you describe as selling through a fiscal agent 
in New York, how they may compare with “debentures sold by the 
Treasury, presuming roughly the same size of issue in the same period 
of repay ‘ment, if you are in a position to tell us? 

Mr. Surru. I couldn’t give you the exact answer to that. Counsel 
for Farm Credit is present and I am sure he can give you the exact 
figure, or the Governor. 

“T think they sell close together but I am not at all sure. 
The CramMan. Call on the Governor. 


STATEMENT OF HON. R. B. TOOTELL, GOVERNOR, FARM CREDIT 
ADMINISTRATION; ACCOMPANIED BY JOHN C. BAGWELL, GEN- 
ERAL COUNSEL, FARM CREDIT ADMINISTRATION 


Mr. Tooreiu. It varies somewhat, Mr. Chairman, from one time to 
another, and more particularly with the type of security, but I would 
say ordinarily there is from a quarter to a half of 1 percent differ- 
ence in the coupon which the farm credit banks have to put on their 
securities to sell them to advantage in comparison with what the 
Treasury puts on its securities for a similar length of term. 

Mr. Kircorz. Have you found, sir, in your previous operations— 
and as I understand it from other statements, you have made a prac- 
tice of coordinating the sale of these debentures with the Treasury 
Department 

Mr. Tooretn. Very definitely so. The director of our bank serv- 
ices here in Washington works with the committees of presidents of 
12 banks when an issue is coming up. They consult with the Treas- 
ury somewhat in advance of the time that the issue is to be sold. 

Very often they change the date of the proposed sale by several 
days or as much as a w eek in order to have it coordinate and synchro- 
nize. I believe that was the term Mr. Moore used when he testified 
here this morning. Mr. Moore, from the Treasury, urged us to syn- 
chronize with the offerings of the Treasury and with other agencies 
of Government, and we think it is just good business to do that. 

Then after the fiscal agent and a representattive from our office and 
the committee from the land bank, if it is a land bank issue that is 
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being sold, or a committee of the Bank for Co-ops, if it is their issue 
that is being sold, they meet with the fiscal agent up in New York 
City. 

The fiscal agent canvasses the market up there, not only within the 
city but calls dealers all over the United States and gets their views 
on the pricing of this particular type of issue. 

Then after they reach a decision as to what they think would be a 

reasonable price for that issue, one at which it can be sold—the rock- 
bottom figure is what our people shoot for—then they call my office 
and either I or one of my associates calls the Treasury and confers 
with them about it. They already have this information as to how 
much the issue will be, the proposed term and that sort of thing, and 
we say, “Well, now, the view of all concerned up in the city is that 
it will take, we will say, 314 percent coupon to move this issue.” 

Ordinarily the folks over in Treasury say, “Well, we have been 
in close touch with the market just within the last hour and that 
sounds all right to us.” 

I would say about half the time that that is about the way they 
would respond. 

Only twice in the last 4 years that I have been down here consulting 
with the Treasury in regard to these has the Treasury said, “Well, we 
believe you area little on the rich side.” 

It is not infrequently that the Treasury says, “Well, we think you 
are slicing this awfully thin. We are believe you are not slicing it 
thick enough.” 

And we discuss it back and forth and they say, “Well, it is up to 
you, but, if your fiscal agent and you folks believe you can have a 
satisfactory sale on this basis, we will approve it. We will approve 
your going ahead with it.” 

Now I think that is to be expected, because of the way the Treasury 
operates. The Treasury, in order to sell its securities, has to price 
them a little on the rich side, because they do not pay a commission. 
We do pay a commission to dealers for handling our securities and 
for that reason we can price ours lower relatively. 

That may seem inconsistent with the statement I made previously, 
you see, that the Treasury has a lower coupon on their bonds than 
ours, but the fact is, of course, that a Government obligation is a more 
attractive obligation than ours to ‘the general investing public, even 
though ours are held in high regard. 

So I am saying that relatively there is a tendency for the Treasury 
to think in terms of making this security attractive enough by the 
coupon that is put on it that it will sell of itself, while our sales are 
made through dealers and the dealers get commissions. 

It is not uncommon at all for us to be, say, five one-hundredths of 1 
percent under the Treasury, under what they believe is really the 

market figure. That little five one-hundredths does not sound like 
much but you take a typical intermediate credit bank offering $100 
million, and that would be a little under average of what the interme- 
diate credit bank offers every month in the year. It will vary from $75 
million to $150 million of 9 months’ debentures that we will offer. 
Five one-hundredths of a percent on a $100 million issue for the 9 
months, if I recall, is $37,500. 

Well, that pays the salary of quite a few people. We honestly 
believe that if for no other reason, over a period of years that we 
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would have to pay a bit more, even assuming that the Treasury did not 
undertake to use its authority to approve farm credit securities as a 
part of general monetary policy or some other purpose than that of 
just obtaining funds for loans to farmers. We believe that it would 
cost the System money for the reasons I have stated. 

The Cuarrman. Thank you very much. 

We are certainly happy to have had you with us, sir. 

Mr. Henperson. Mr. Chairman, before we call the next witness I 
wonder if we could ask Mr. Seidman to describe very briefly how this 
budget control would work, whether the Budget Bureau does have 
this arbitrary power, or is it exercised through Congress. 

Mr. Seman. I would be very happy to do that, Mr. Henderson. 
Much has been said in the course of the hearing about the Budget 
Bureau. I think I would like first of all to refer to the declaration of 
policy contained in the Government Corporation Control Act which 
says: 

It is hereby declared to be the policy of the Congress to bring Government 
corporations and their transactions and operations under annual scrutiny by 
the Congress and provide current financial control thereof. 

It does not say in section 2 it is the policy to bring corporations 
under annual scrutiny by the Budget Bureau, but scrutiny by the 
Congress. 

So far as mechanics are concerned we have what is called a business- 
type budget for Government corporations. I think Government 
corporations, either wholly owned or mixed ownership, most of them 
have the same general characteristics. ‘They operate primarily from 
revenues and do not utilize appropriated funds other than those which 
have been provided for initial capital. Some, such as the Federal 
Housing Administration, which has all of the characteristics of a 
corporation, has never had a penny of appropriated money in it. It 
is Sienivd from insurance premiums. The Panama Railroad Com- 
pany has never had any appropriated capital. I think the Federal 
Prison Industries Corporation interestingly enough has never had a 
penny of appropriated money and has paid $32 million in dividends 
to the United States Government. 

The Cuatrman. Don’t you think the Government is competing with 
private industry ? 

Mr. Serpman. In the Federal Prfson Industries ? 

The CuatrMan. Yes. 

Mr. Sempman. This is a question that has come up and the composi- 
tion of the Board of the Federal Prison Industries is made up to take 
care of this problem and represents organized labor and industry. 
This is an old problem, as I am sure the chairman well knows. 

When the Congress enacted the Government Corporation Control 
Act which I may say resulted from the studies over many years by the 
Joint Committee on the Reduction of Nonessential Federal Expendi- 
tures, it was recognized that you couldn’t put the same type of con- 
trols over these business-type enterprises of the Government that you 
do over Government agencies which operate out of annual appropria- 
tions. 

So the Congress provided for really an entirely new method of 
budget review which is the business-type budget, which essentially 
requires the corporations to present their program of what they plan 
to do and how they intend to do it, together with the financial state- 
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ments which would indicate to the Congress what the results of their 
financial operations are. Expenditures out of the Treasury would 
result, for example, if their rates were inadequate, if they operated at 
a loss, only then would there be a call on Federal funds. So if you 

vant to control the Federal expenditures, it is essential that you review 
shat their rate policies are and whether they are charging rates which 
adequately reflect all costs. 

The act says: 


The budget program shall be a business-type budget or plan of operations. 
It also says in the act that due allowance of given— 


to the need for flexibility including provision for emergencies and contingencies 
in order that the corporation may properly carry out its activities as authorized 
by law. 


It further says elsewhere in the act that— 


the provisions of this section shall not be construed as preventing Government 
corporations from carrying out and financing their activities as authorized by 
existing law. 

These business-type statements come into the Bureau of the Budget 
where they are reviewed and discussed. The only limitation which 
Congress through the Appropriations Committee has instituted is a 
limitation on the amount of cor porate funds which can be used for 
udministrative expenses and this hmitation has been differently applied 
from corporation to corporation. It may just be fixed overhead, or 
it may be more. Congress has rarely put any limitation on operating 
expenses. 

These | budgets are reviewed by the Budget Bureau, what the plans 
are, what the . future financing is, whether the corporations foresee that 
there may be a need for additional Government apital. This may 
often happen. Or in some cases when they are operating at a loss 
they may require an appropriation to cover the loss which has hap- 
pened with the Virgin islands C ‘orporation. 

So even though corporations are using their own funds, there may 
be a necessity for the Government to either put in additional money 
or, as in thee ‘ase of some, it is found that they can return part of their 

capital, which is not needed. This has happened in the case of the 
Pans a Canal Company. 

The recommendations that are made by the Budget Bureau are 
taken up with the President as in the case of other budgets. If an 
agency or corporation should disagree with whatever recommendation 
is made by the Bureau of Budget they may appeal to the President. 
Then these recommendations are transmitted to the Congress as part 
of the President’s budget and are handled by the Appropriations 
Committee which really is the representative of the stockholders or 
you might even say the bondholders. Most bondholders, where they 
make a “Joan, usually insist that a bondholder’s committee be author- 
ized to exercise budget review and budget control as long as they have 
bonds outstanding to be sure that they can pay their obligations. The 
aes iations Committee goes quite thoroughly into the operation. 
The budget provides the mechanism by which ‘the Congress makes 


sure that the cor porations come in and meet with the representatives 
of the stockholders at least once each year. 

I think Senator Byrd said this merely requires corporations to sit 
down each year with the Congress and tell what they have done and 
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what they plan to do. The Congress then includes in the Appropria- 
tions Act a very short piece of language which says— 

the following Corporation is authorized to carry out its program as provided by 
law: Provided, however, That no more than so much of the funds available to 
the Corporation shall be used for administrative expenses. 

Now in the case of the Tennessee Valley Authority, the Congress 
Appropriations Committees have waived the limitation on adminis- 
trative expenses so there is no administrative expense limitation. And 
I think for the record I might say in the past the Bureau of the Budget 
has never advocated the administrative expense limitation. It has 
been the Appropriations Committees that have felt that this was neces- 
sary, and in the past—I can’t speak for current policies but I know in 
the past—wherever a corporation has wanted to have the administra- 
tive expense limitations waived, the Bureau of the Budget has con- 
curred in their presenting their ‘views to the committee, but the com- 
mittee has generally preferred to retain it. As I recall my history, 
and I may stand corrected, in 1947 it was the then Governor of the 
Farm Credit Administration, Governor Black, who put these limita- 
tions on the budgets of the farm credit institutions and it was not in 
the budget process, though I may be wrong. 

Mr. Toorrty. It could have been in 1947, sir. 

Mr. Sreipman. That was my understanding, because I had endeav- 
ored to trace back as far as I could and had found no instance in 
which the Bureau of the Budget had ever changed an estimate of 
administrative expenses for the Federal intermediate credit banks. 

Mr. Tooretu. I can cite instances of that. Pardon me, Mr. Chair- 
man. You may not want me to interrupt at this point. At an appro- 
priate time, however, I would like to have an opportunity to submit 
the record on that. 

Mr. Sempman. As I said, this is as far as I could go back, but as I 
understand it at one time there were complaints because the Farm 
Credit Administration had cut He budget. 

The CuHatrman. So there is some reason then for their fear. 

Mr. Semman. Of course, this was the Farm Credit Administra- 
tion. As I said, as far back as I can trace it, which may be wrong 
because many of these records are now in the Archives, I could not 
find where the Budget Bureau cut the bank’s budget before it went to 
Congress, but if it was cut, Mr. Chairman, it would have been by 
the congressional committee after they hard heard the views expressed 
by the banks. 

The action on the budget as expressed in the law is in the Appro- 
priations Act, not by action of the Budget Bureau. 

So financial control under this act is in the Congress. The pur- 
pose of the act is annual financial control by the Congress, not by the 
Budget Bureau. 

We merely propose and the Congress disposes. 

The Cuatrman. Thank you very much. 

Mr. Hall, you have been a very patient witness. 
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STATEMENT OF HUGH F. HALL, LEGISLATIVE ASSISTANT, 
AMERICAN FARM BUREAU FEDERATION 


Mr. Hay. Thank you. 

The CuatrMan. You may proceed. 

Mr. Hay. We appreciate the opportunity to appear before you to 
present the position of the American Farm Bureau Federation con- 
cerning H. R. 8332. 

Briefly stated, the bill would do the following : 

1. Repeal provisions (included in the Farm Credit Act of 1956) 
which exempt the Federal intermediate credit banks from the budget 
provisions of the Government Corporation Control Act. 

2. Provide that the banks for cooperatives shall be subject to the 
budget control provisions of the Government Corporation Control 
Act although they have never been required to be so controlled here- 
tofore. 

3. Provide for control by the Secretary of the Treasury, by requir- 
ing his approval of the issuance of bonds, notes, debentures, and other 
securities offered by the Federal intermediate credit banks and banks 
for cooperatives. This authority presently rests with the Governor 
of the Farm Credit Administration, who must consult with the Sec- 
retary of the Treasury before issuing such obligations. 

4. Continue audit by the General Accounting Office after the inter- 
mediate credit banks and banks for cooperatives have repaid all 
Government capital. After careful study of the field of agricultural 
credit, the American Farm Bureau Federal in 1951 adopted long- 
time objectives with respect to farm credit as follows: 

1. To provide the lowest possible interest rate consistent with the 
cost of money and maintenance of a sound and efficient farm credit 
system. 

2. To preserve, rehabilitate, and strengthen the cooperative features 
of the farm credit system to the end that it will be independent and 
self-sustaining. 

3. To preserve local initrative and responsibility and prevent undue 
centralization of control of the system. 

The ultimate purpose of these principles was to effecuate a com- 
pletely farmer-owned and farmer-controlled system of sound agri- 
cultural credit to meet the needs of farmers. 

Legislation which would help to bring this about was introduced 
in the 82d Congress upon the recommendation of the Farm Bureau 
and other farm groups. And may I interpolate to say that those 
other farm groups, were the National Grange, the National Council 
of Farmer Cooperatives, and between them we have what is called 
a joint farm credit committee. The Farm Credit Act of 1953 was a 
long step toward a fully farmer-owned and controlled farm credit 
system. It left much to be done, however, in authorizing sound pro- 
visions for the retirement for the Government capital and in author- 


izing sound and businesslike procedures and in policymaking by the 
Farm Credit Board. 
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The Farm Credit Act of 1955 (providing for a system of retire- 
ment of Government capital in the banks for cooperatives) and the 
Farm Credit Act of 1956 (providing for the consolidation of produc- 
tion credit corporations with Federal intermediate credit banks), for 
practical purposes, completed the recommendations first formulated 
in 1951 and 1952. 

Another of the proposals set forth in the resolutions of the Amer- 
ican Farm Bureau Federation was as follows: 

The farm credit system should be removed from the provisions of the Gov- 
ernment Corporation Control Act. 


This recommendation was substantially followed in the Farm Credit 
Act of 1955, respecting the banks for cooperatives, and in the Farm 
Credit Act of 1956, respecting the Federal intermediate credit banks. 

This policy has been followed down to the present time, and in 1956 
and 1957 the resolution of the American Farm Bureau Federation 
provided as follows: 


The policies which we recommended in previous resolutions with respect 
to the farm credit institutions created by Congress have been substantially 
achieved in the Farm Credit Acts of 1953, 1955, and 1956. These policies provide 
for an independent bipartisan Farm Credit Board, retirement of Government 
capital, preservation of revolving funds, and reorganization and consolidation 
leading toward farmer ownership and control. 

We oppose any effort to increase Federal budgetary control over the Federal 
intermediate credit banks or the banks for cooperatives or to create any con- 
tinuing interest of the Federal Government in the surpluses existing in these 
institutions. 


And that is our present resolution. It was just affirmed last De- 


cember in our meeting in Chicago, Mr. Chairman. 

As the resolution states, we are appearing before you in opposition 
to H. R. 8332 because the purposes of the bill are contrary to the 
objectives for which we have been working for the last several years. 

The question of control raised by this bill has been thoroughly con- 
sidered by the Congress in the acts referred to, inasmuch as both 
of these acts dealt specifically with this problem. 

It would be unwise and unfortunate for this committee to recom- 
mend a reversal of policy on these matters at this time. There has 
been no evidence of maladministration; in fact, the administration 
of the system under these acts and the decentralization of control and 
administration are noteworthy achievements which commend the leg- 
islation, and thus a proposal, such as contained in this bill to effect a 
greater degree of executive control, is inconsistent with the record. 

The provision of the bill which would require the Secretary of the 
Treasury to approve the issuance of the bonds, debentures, and other 
obligations of the Federal intermediate credit banks and the banks for 
cooperatives would also represent a reversal of policies established in 
the basic legislation enacted in the Farm Credit Act of 1953. The 
declaration of policy in the 1953 act declares it to be the— 
policy of Congress to encourage and facilitate increased borrower participation 
in the management, control, and ultimate ownership of the permanent system 
of agricultural credit made available to institutions operating under the super- 
vision of the Farm Credit Administration, and the provisions of this Act shall 
be construed in keeping with this policy. 

That is a quotation from the Farm Credit Act of 1953. It is clear 
that the provision for approval by the Secretary of the Treasury of 
the issuance of securities would be a reversal of this policy and would 
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leave the law in a state of uncertainty. We recommend therefore, 
that this committee take no action to approve this proposed legis- 
lation. 

If I may interpose a few remarks addressed to the recommendation 
made this morning by the Treasury Department representatives, in 
which they were asking that they have authority to approve before 

sale the issuance of securities, debentures, and so on, I would like to 

say that this would be a step in the opposite direction from the inten- 
tion of these several pieces of legislation. It would place another 
layer, if you please, of administr: ation on that which now exists. 

‘Remember, the Farm Credit Administration is a creature or tool of 
the Congress, and it has definite responsibilities. The charters for 
these several agencies, these several banking systems, and indeed for 
the Production Credit Association, the Federal land banks, and so on, 
these charters are grants from the Congress, and are always subject 
to the control of the Congress. Consequently, the Treasury Depart- 
ment suggestion reflects a lack of confidence the Treasury ought to 
have in the administration the farm credit system is receiving by 
those who are administering it under the authorities given. And it 
is most disconcerting to have the Treasury come along now and sug- 
gest that it have ultimate approval on issuance of sec ‘urities. 

I would like to make one other comment, because I think some of 
those who have spoken have indicated a lack of understanding of the 
nature of the Federal land banks and the ultimate nature of the 
Federal intermediate credit banks and banks for cooperatives. 

These Federal land banks are, as has been testified, and the record 
shows, wholly owned by the members, there is no Government capital 
in them. And I think it is unfortunate to refer to them as Govern- 
ment corporations, in the sense of the Government Corporation Con- 
trol Act. These are essentially private corporations federally char- 
tered, similar in some respects to national banks. 

The Cuarrman. They did get some Federal money; didn’t they ? 

Mr. Haut. They did initially, true, but they are now privately fi- 
nanced, that is to say, the Feder ‘al land banks and, as I qualified my 
statement, the Federal intermediate credit banks and the banks for 
cooperatives ultimately will be so. 

The Cuairman. There is provision to get some more if you need it; 
isn’t there / 

Mr. Hauu. There is authority. However, as far as that is concerned, 
there are a number of agencies of Congress in a position to lend, even 
perhaps to grant moneys, to other private corporations in our society. 

The CHarrMan. Give us an example. 

Mr. Haut. The Small Business Administration is one, and the Farm- 
ers’ Home Administration lends substantial sums of money to farmers 
engaged in farming, and those are from direct appropriations of Con- 
gress. 

The Crairman. That is the little fellow, that is the poor man, we 
have to help him out ? 

Mr. Haut. Oh, yes. 

The Cuarrman. You couldn’t bring yourself to put those out 

Mr. Hay. Mr. Chairman, do you want to open up that discussion? 

The CHarrMan. No. 


Mr. Hatz. The Farmers Home Administration is doing much fine 
work—— 
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The Cuareman. I don’t want you big fellows to ever get us in a 
frame of mind not to help the little fellows, because we helped you. 

Mr. Hatz. Mr. Chairman, this farm organization is not an organi- 
zation representing big fellows. There are 1, ,600,000 members, includ- 
ing the real little fellow who has decided to retire and only produc ea 
$150 of farm products a year, and the farmer bureau with its 1,600,000 
has a good sprinkling of them, too. 

Now , do we want to spend much time on that area ? 

The Cuarmman. No; I just wanted to get it in, since we are talking 
about it. ' 

Mr. Hau. I don’t want to leave the record in any doubt. 

But among farmers who are going to produce the Nation’s food and 
fiber for the millions that are not farmers, we had better be concerned 
too about their need for capital, to produce economically, who are pro- 
ducing efficiently, and in volume, and that is the group who are pri- 
mar ily borrowers through the farm credit institutions. 

The Cuarmman. Do you mean to tell me that since the Congress 
has made it possible for you all to own these banks, that you don’t 
want to lend the little fellow any money ? 

Mr. Haut. Oh, no. What is the average size of loan of the Colum- 
bia, S. C. , bank?’ Isn't it about $6002 (Over half of loans outstand- 
ing on June 3 30, 1956, were less than $1,000.) 

Mr. Tooret. Mr. Miles would come the nearest to being able to 
answer that. He is the Director of the Short Term Credit Service in 
Farm Credit Administration. 

The Cuatrman. They tell me that that these people that you rep- 
resent are all farmers with money running up into the billions now. 
And driving Cadillac cars. We don’t think of them as farmers any 
more. 

Mr. Hau. Of course, that isn’t so. Iam willing to leave the record 
at that if the reporter will indicate after that last remark, “laughter.” 
I haven’t any more. 

The Cuatrman. Are there any questions, Mr. Henderson / 

Thank you very much, sir. 

At this time we will hear from Mr. Patrick Healy, of the National 
Milk Producers Federation. 

Mr. Healy, you have been very patient. 






























STATEMENT OF PATRICK B. HEALY, ASSISTANT SECRETARY, NA- 
TIONAL MILK PRODUCERS FEDERATION ; ACCOMPANIED BY M. R. 
GARSTANG, GENERAL COUNSEL 


Mr. Hearty. Mr. Chairman, I would like to introduce Mr. M. R. 
Garstang, who is the general counsel of our organization, and ask 
that he be allowed to participate in this testimony. 

My name is Patrick B. Healy, and I am the assistant secretary of the 
National Milk Producers Federation with offices at 1731 I Street in 
Washington. 

The National Milk Producers Federation is a national farm organi- 

zation with membership in all of the 48 States. It represents over 
half a million dairy farmers and some 800 or more dairy cooperatives 
which they, the farmers, own and operate and through which they 
act together to process and market at cost the milk and butterfat pro- 
duced on their farms. Practically every form of dairy product pro- 
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duced in substantial volume in the United States is processed and 
marketed through these cooperatives. 

The federation and the dairy cooperatives which it serves are di- 
rectly interested in the banks for cooperatives. Many of our member 
associations are current borrowers from the banks. Others expect 
to use them in the future. Loans made by the banks to the dairy 
cooperatives and outstanding as of June 30, 1957, totaled $52.6 muil- 
lion. The banks for cooperatives provide an understanding source of 
credit in a specialized field. 

Cooperatives using them would be handicapped in maiy instances 
im finding adequate and reasonable financing without the aid of these 
banks. Those which are not presently using the banks are strength- 
ened and encouraged by the knowledge that a dependable and ‘dis- 
cerning source of ¢ redit is available for use when needed. 

We are opposed to H. R. 8332—because we believe sincerely that 
its enactment would be a breach of faith with the American farmer. 

Dairy farmers, along with other farmers using the credit facilities 
of the Farm Credit Administration, appeared “before Congress on 
many occasions to request the enac tment of legislation which would 
set. up a practical plan under which farmers could retire the Govern- 
ment capital in the farm credit banks. 

The Farm Credit Act. of 1955 provided such a plan for the banks 
for cooperatives. A somewhat similar plan for retirement of the 
Government capital in the merged Federal intermediate credit banks 
and production credit corporations was provided in the Farm Credit 
Act of 1956. 

In both of these Acts, and in the Farm Credit Act of 1953, substan- 
tial progress was made in the direction of getting more farmer par- 
ticipation in the farm credit system. 

One of the biggest incentives in all of this legislation was to free 
this very important source of agricultural credit from excessive Gov- 
ernment control and especially from the overly technical, if not actu- 
ally unfriendly, control of the Bureau of the Budget. 

In fact, it was just such an attempt as this by the Bureau of the 

sudget to extend its control over the farm credit system which caused 

the farmers in 1947 to embark on a campaign the ultimate goal of 
which is retirement of the Government capital in the farm credit 
system and greater farmer participation in the management of the 
banks. 

Increased freedom from Budget Bureau control was one of the 
guiding principles in the Farm Credit Acts of 1953, 1955, and 1956. 

The most bitterly contested issue in the legislation passed in 1955 
and 1956 was the attempt by the Bureau of the Budget to retain some 
claim in the banks which the farmers feared would be used as an 
excuse for Budget Bureau control. 

In both the 1955 and 1956 acts, Congress recognized the validity of 
the position of the farmers and kept out of the acts these provisions 
to which the farmers objected. 

The position of the farmers in connection with the 1955 and 1956 
acts was unequivocal. They were willing to undertake an aggressive 

campaign to substitute farmers capital “for the Government capital © 

in the farm credit lending jeikiniventl In return they asked that 

they be given increased responsibility in the management of the banks 
23127—58——10 
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commensurate with their increased investment and that the banks be 
free of Budget Bureau control. 

They did not want the legislation at all if provisions were to be 
included in it which could be used as an excuse for Budget Bureau 
control. 

The action of Congress was equally decisive. It accepted the po- 
sition of the farmers and rejected the position of the Budget Bureau. 

Acting on the strength of this commitment by the Congress, 
farmers and their cooperatives have entered wholeheartedly into the 
program to raise farmers’ capital and retire the Government capital 
in the banks. 

The federation urged its membership and other cooperatives to 
support the program. Making a good showing, it told them, would 
demonstrate to Congress that we appreciated “the opportunity that 
had been provided for advancing farmer participation in the capital 
and management of the banks. It would also show that we were 
sincere in our determination to repay the Government capital. 

An impressive start has been made in this important program. 
The banks for cooperatives alone are retiring Government capital 
ata rate of about $5 million per year. 

Considering the difficult economic position of the farmer during the 
last few years, we believe this is progress in which we can take a just 
measure of pride. We are on the way, and, given a reasonable length 
of time, we are confident that the banks for cooperatives and the Fed- 
eral intermediate credit banks will write another chapter in American 
agricultural credit comparable to the accomplishments of the Federal 
land banks. 

The story of farm credit is a truly remarkable American story. It 
portrays an achievement wherein the Government, by merely provid- 
ing the use of capital for a period of time, has made possible the de- 
velopment of agricultural credit agencies of great importance to 
agriculture and to the Nation as a whole. 

The Cuatrman. Would you want to strike out that word “merely” 
there ? 

Mr. Hearty. Yes, sir; I would be glad to. 

The CHatrMan. You say “it portrays an achievement whereby the 
government, by merely providing,” we think capital is important too. 

Mr. Heaty. This is a success story in which farmers have made and 
are making an outstanding record in repaying the Government. funds 
they have been permitted to use. 

Now the Budget Bureau proposes to turn the clock backward. In- 
stead of advancing further toward an ultimate goal where farmers 
will provide the capital and management for their own credit insti- 
tutions, the Budget Bureau would go back to less farmer participation 
and more and more bureaucracy. 

As we understand it, the Budget Bureau proposes to extend its con- 
trol as far as the Federal land banks which are entirely privately 
owned. 

In view of the fact that farmers have put their own funds into the 
banks for cooperatives and the Federal intermediate credit banks in 
reliance upon the commitment of Congress in the Farm Credit Acts of 
1955 and 1956 that these institutions would be free of Budget Bureau 
shentalals we believe that H. R. 8332 ought not to be reported unless it 
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is intended also to repeal those acts and to refund the Government 
capital retired under them. 

In behalf of the dairy farmers for whom we speak we urge you not 
to turn back as the Budget Bureau proposes but, on the contrary, to 
move forward under the Farm Credit Acts of 1953, 1955, and 1956 
toward the ultim: ite goal of agricultural credit agencies financed and 
managed by the farmers themselves. 

Mr. Chairman, Re ~presentative McIntire of Maine—who, inci- 
dentally, is on the House Agriculture Committee—appeared before 
this committee and read into the record a statement which we think is 
very fine, and which we would like to have the record show that we 
endorse. 

I think it is important for everyone to recognize that the farm 
credit sy a m is part of the farm system, and I think it is encour aging 
that a Member of the House Committee-on Agriculture would appear 
against this bill because of its important effect on our agricultural 
marketing system. 

The Cyuatrman. He made a very fine statement. 

Do you have some remarks to add, sir? 

Mr. Garstana. No, sir. 

The CHarrman. Are there any questions? 

Mr. Kircorr. No questions. 

The Cuatrman. Thank you very much for your contribution. 

We will have a witness Monday, Mr. Wright Patman has a con- 
tribution to make. 

And you gentlemen have been very patient, and we appreciate it. 

At this time we will stand adjourned. 


(Whereupon, at 3:35 p. m., the hearing was adjourned to 10 a. m., 
February 24, 1958.) 
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Houses or REPRESENTATIVES, 
SUBCOMMITTEE ON EXECUTIVE AND 
LEGIsLATIVE REORGANIZATION OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D.C. 
The subcommittee met, pursuant to recess, at 10:15 a. m., in room 
1302, New House Office Building, Hon. William L. Dawson (chair- 
man) presiding. 
Present: Representatives Dawson, Kilgore, Hoffman, Brown, 
Harden, and Fascell. 
Also present: Elmer W. Henderson, counsel to the subcommittee. 
The CHarman. We will resume the hearings on H. R. 8332, and 
we are very happy to have with us this morning as our first witness 
Congressman Wright Patman. We are certainly happy indeed to 
have you with us, Congressman. 
Mr. Parman. Thank you very much, Mr. Chairman. 
The CuHatrman. We must confess we are a little partial to you and 
your testimony has always been helpful and beneficial. 
Mr. Parman. Thank you, sir. 


STATEMENT OF HON. WRIGHT PATMAN, A REPRESENTATIVE IN 
CONGRESS FROM THE STATE OF TEXAS 


Mr. Parman. Mr. Chairman, I appreciate the courtesy that this 
distinguished committee has extended to me. 

I wish to comment on one important feature of this bill, H. R. 
8332, which is to provide for an annual audit by the General Ac- 
counting Office of certain of the Federal agencies which are now not 
under audit control. 

I assume, Mr. Chairman, that you have a list of all the different 
agencies that are now under audit ae and those that are not ? 

The Cuatrman. We do have, sir. I don’t know whether we have 
it here, but we have such a list. 

Mr. Parman. For instance, there are 2 or 3 classifications of agen- 
cies. The following Federal agencies are to a large extent supported 
from the revenues of the enterpr ises operated or supervised by them 
or from the property they administer, but they must obtain special 
authorization to use moneys in their hands for designated purposes 
or, in some cases, for any purpose. That category includes about 15 
or 20 different agencies. Another group of agencies collect moneys 
which are paid into the Treasury and which can be withdrawn only 
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upon appropriation by Congress. There are a number of those 
agencies. 
I shall be very glad to insert the list if you are not sure about it. 
The Crarrman. I appreciate it very much. 
(The document referred to is as follows :) 


The following Federal agencies are, to a large extent, supported from the rev- 
enues of the enterprises operated or supervised by them or from the property 
they administer, but they must obtain special authorization to use moneys in their 
hands for designated purposes or, in some cases, for any purposes : 

Federal Housing Administration (15 U. 8. C. 712a, Public Law 176, 83d Cong.) 

Home Loan Bank Board (15 U. S. C. 712a, Public Law 176, 83d Cong.) 

Office of Alien Property (Public Law 195, 83d Cong.) 

Commodity Credit Corporation (15 U. 8S. C. 712a, Public Law 156, 83d Cong.) 

Export-Import Bank of Washington (15 U. S. C. 712a, Public Law 207, 83d Cong. ) 

Federal Crop Insurance Corporation (7 U. 8. C. 1508, 1516, Public Law 156, 83d 
Cong.) 

Federal Farm Mortgage Corporation (15 U. S. C. 712a, Public Law 156, 83d Cong. ) 

Federal intermediate credit banks (Public Law 156, 83d Cong. ) 

Federal National Mortgage Association (Public Law 176, 83d Cong. ) 

Federal Prison Industries, Inc. (Public Law 195, 83d Cong. ) 

Federal Savings and Loan Insurance Corporation (15 U. S. C. 712a, Public Law 
176, 83d Cong.) 

Inland Waterways Corporation (Public Law 195, 83d Cong. ) 

Panama Canal Company (Public Law 153, 83d Cong. ) 

Production Credit Corporation (Public Law 156, 83d Cong.) 

Public Housing Administration (Public Law 176, 83d Cong.) 

Reconstruction Finance Corporation (15 U. 8. C. 712a, Public Law 207, 83d Cong. ) 

Virgin Islands Corporation (Public Law 172, 83d Cong. ) 

Tennessee Valley Authority (16 U. S. C. 83lh-2) 

The following Federal agencies collect certain moneys, which are covered into 
the Treasury and which can be withdrawn only upon appropriation by Congress : 
Attorney General: 

Aliens and immigrants 

Various receipts (8 U. 8. C. 1356) 

Department of Agriculture: 

Farm Credit Administration—assessments for examination and supervision 
deposited in special fund in Treasury which is authorized to be appro- 
priated for those purposes (12 U.S. C. 832) 

Forest Service receipts (16 U. 8. C. 580e) 

Inspection fees, ete. (7 U. S. C. 78, 149, 161a, 395, 415d, 499n, 511e) 

Rural Electrification Administration—proceeds of loans, in certain circum- 
stances (7 U. 8. C. 903f) 

Department of Commerce: 

China Trade Act Corporation fees (15 U. S. C. 157) 

Service and publications, fees and charges (5 U. S. C. 606) 

National Bureau of Standards, fees for tests, ete. (15 U. S. C. 276) 

Patent Office fees (35 U. S. C. 42) 

Department of Interior: 

Electricity—sales from various power projects (16 U. 8S. C. 825s, 825s-1, 832), 
833i) 

Geological Survey—sale of publications (43 U. 8. C. 41) 

Grazing fees (43 U. S. ©. 315i) 

Federal Power Commission: Water power license fees and charges (16 U. 8. C. 
810) 

Secretary of the Department of Health, Education, and Welfare: Food inspec- 
tion fees (21 U. S. C. 24, 46a) 

Post Office Department: Postal revenues (31 U. S. C. 495, 39 U. S. C. 786, ef. 39 
U. S. C. 794a) 

Seturities and Exchange Commission: Fees for registration of securities, na- 
tional securities exchanges and qualification of trust indentures (15 U. S. C 
Tif, 77ggg, T8ee) 

The following Federal agencies collect certain moneys, which they are per- 
mitted to use in accordance with law without special congressional authorization 
or appropriation : 

Comptroller of the Currency : 

Assessments for bank examinations (12 U. S. C. 481, 482) 
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Assessments against insolvent banks for expenses of liquidation (12 U. 8. C. 
196) 
Reimbursement by Federal Reserve banks for expenses of note issue and 
redemption (12 U. 8. C. 420) 
Federal Deposit Insurance Corporation : 
Premiums for deposit insurance (12 U. 8. C. 1817) 
Interest on investments (12 U. 8. C. 1823) 
Federal Reserve Board: Assessments against Federal Reserve banks for ex- 
penses of Board (12 U. 8. C. 243) 


Home Loan Bank Board: Assessments for examination of financial institutions 
(24 C. F. R. 123.20, 12 U. S. C. 1439a) 
Department of Agriculture: Charges for inspection and certification of certain 
farm products and license fees (7 U. S. C. 55, 499e¢, 585) 
Department of Health, Education, and Welfare: 
Federal Credit Union fees (12 U. 8S. C. 1756) 
Fees for examination of seafood (21 U. 8S. C. 372a) 
General Services Administration: Fees for testing commodities (5 U.S. C. 680g) 
There is now no limitation on the amount of public funds in possession of 
these banks that may be spent or on the purposes for which it may be spent. Con- 
gress usually has an opportunity to keep advised of the operations of a Federal 
agency by looking over its appropriations annually and by having access to an 


audit made by the Comptroller General. With the Federal Reserve System, the 
Congress does not have either way. 


I respectfully submit that the Federal Reserve System, an agency of Congress, 
should be brought within the supervision and control of Congress—the master— 
to the extent that Congress will be made acquainted with its activities at all 
times and also to the extent that waste and extravagance will be discouraged. 

The Federal Reserve System, as presently operated, is free from all restraints, 
limitations, and supervisions in the handling and expenditure of public funds 
required of other major agencies in the three branches of government. It is 
operating more like a fourth branch of government, which is repulsive to our 


form of government that recognizes the will of the people expressed through 
Congress. 


It is my sincere belief that this audit should be authorized in the public 
interest and in accordance with our form of government in the careful handling 


and spending of public funds, which vitally affect all the people and particularly 
the taxpayers. 


Mr. Patman. It is quite interesting and I thought it should be in 
the record if it is not there already. 

These agencies covered in this bill are what have been referred to 
as “mixed ownership” agencies. They operate in part on funds col- 
lected from private sources. They are as follows: (1) the Central 
Bank for Cooperatives and the regional banks for cooperatives, (2) 
Federal land banks, (3) Federal intermediate credit banks, (4) Fed- 
eral home-loan banks, (5) Federal Deposit Insurance Corporation. 

The bill would go a long way toward completing the job of making 
all Federal agencies subject to annual audit by the General Account- 
ing Office. Wholly owned Government agencies are supposed, of 
course, to have been under such audit control all along. 

The general rule is, of course, that Federal agencies are not only 
under audit control of the General Accounting Office, but they are 
also under budget control with presidential and congressional super- 
vision. There are notable exceptions to this rule, however, in the 
case of Federal agencies having to do with banks or banking, and 
particularly in the case of those having supervisory responsibilities 
over the private banks. I can see no justification whatever for the 
privileged status which has been accorded banks and banking func- 
tions. On the contrary, I can see considerable justification for bring- 
ing into the orbit of accountability and responsibility to the Federal 
yovernment those Federal agencies engaged in banking functions, 
those handling the banking transactions ‘for the Federal Government, 





146 AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 


and those supervising private banking. Certainly these agencies and 
the private banks they y supervise enjoy exceptionally large | uses of the 
powers and privileges of the Federal Government. 

I am, therefore, greatly impressed with this bill, which would now 
make most of the Federal agencies having to do with banking ac- 
countable to the public, at least on the matter of their financial opera- 
tions. 

It is only this feature of the bill, Mr. Chairman, that I am speaking 
on. I have not given sufficient consideration to the other features of 
the bill to be able to make any worthwhile suggestions on these; but I 
have no doubt whatever of the merit of bringing these agencies under 
public audit control. 

So far as the FDIC is concerned, Mr. Chairman, of all agencies it 
certainly should be under control. FDIC has the ‘pow er of life and 
death over banks. It determines whether or not a bank is to be estab- 
lished. If a bank cannot get its deposits insured, it cannot go into 
business as a general rule. “And we have a conflicting arrangement in 
this situation. The Comptroller of the Currency authorizes charters 
for national banks and the FDIC authorizes insurance, so even a new 
State bank cannot come into business without the FDIC approval. 
The Comptroller of the Currency pulls off his Comptroller of the 
Currency hat and puts on his FDIC hat, as a member of that Board 
of three. So he has a lot of power to determine whether anybody can 
go into the banking business or not. 

During the last “41 6 years the number of banks going out of business 
or absorbed by other banks was 784, but the number of new banks 
established was only 376. So we are losing out. There is a trend 
toward concentration and monopoly in banking. We must watch that 
trend. I think this bill is in the right direction of giving some super- 
vision over the bank supervisions, and for that reason I am for it. 

The main purpose of my remarks today is, however, to call the com- 
mittee’s attention to the fact that the two banking agencies which 
should be in this bill, above all others, are conspicuously omitted from 
the bill. 

These are: 

(1) The Federal Reserve System ; and 

(2) The Office of the Comptroller of the Currency. 

All of the agencies sainiadidis covered by the bill are, of course, im- 
portant: But by comparison to the two agencies which are omitted, 
they are “peanuts,” as we would say in Texas. Whether we measure 
importance by the amount of Federal funds an agency handles or by 
the practical effects of the agency’s operations on the genera] public, 
the two agencies omitted from the bill are infinitely more important 
than those included in the bill. 

The Federal Reserve System is no doubt the most important of the 
Federal banking agencies. The essential facts are these. 

First, the System i is 100 percent owned by the Government of the 
United States. 

Second, virtually all of the income of the System comes from the 
United States Tr easury, which, of course, is paid into the United States 
Treasury by the taxpayers. "The System holds a vast amount of 
interest-bearing obligations of the Federal Government and it gets its 
income by taking from the Treasury the regular interest payments on 
these securities. 
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Third, this vast amount of United States Government securities 
which the system holds has been purchased by issuing money on the 
credit of the United States. Specifically, the Federal Reserve System 
has acquired these securities by issuing Federal Reserve notes—that 
is, the “folding money” such as we have i in our pockets, These notes 
are obligations of the United States, as is plainly stated on the face of 
them. The Federal Reserve System obtains this money from the 
Bureau of Printing and Engraving, at no cost to the System, except a 
slight printing cost, and then uses this money in the open market to 
buy interest-bearing obligations of the United States. That is the 
way the System acquired the approximate $25 billion worth of United 
States Government securities on which it now collects interest. 

Fourth, the Federal Reserve banks obtain some income from loans 
and other services to the private banks, but this income does not meet 
the most of the services given to the private banks. In fact, it is a 
very small fraction of the cost of these services, and the private banks 
actually receive a tremendous subsidy from the System which is an 
out-of-pocket cost to the Federal Government. 

Fifth, while the Federal Reserve System is fully owned by the 
Government, its operations and management are under mixed public 
and private responsibility. The top governing body, which is the 
board of governors of the Federal Reserve System, is composed of 
public members, appointed by the President with the consent of the 
Senate. Their salaries, terms of office, etc., are fixed by law and they 
take the oath to the United States. 

On the other hand, the management and operations of the individ- 
ual Federal Reserve banks is by private, or, at best, semipublic offi- 


cials and employees. These are, however, fully and generously com- 
pensated for their services. These latter officials and Sepeaeee not 


only manage and operate the individual Federal Reserve banks, they 
also have considerable to do with making the policies under which 
the entire System works. 

Each of the 12 Federal Reserve banks has nine directors. Two- 
thirds of these directors are selected by the private commercial banks. 
That is, two-thirds of the 9 directors serving each one of the 12 banks 
and their branches are selected by the private banks. 

Sixth, the Federal Reserve System is not now under public audit 
control, nor is it under any budget control or supervision, either by the 
President or by the Congress. The System has never been audited by 
the General Accounting Office, or by any other auditor which is in- 
dependent of the System itself. The System exists and operates, how- 
ever, on a delegation of power which is reserved to the Congress by 
the Constitution. This is the power to create money and to regulate 
the value thereof. 

Finally, the Federal Reserve System meets every condition and 
every purpose which has been advanced for this bill. It meets the 
purposes stated in the Preesident’s message; and it meets the purposes 
and criteria stated by the Director of the Bureau of the Budget, as 
well as those stated by several of the other administration officials who 
have recommended the bill. This will become clear by reference to 
the functions of the System. But before taking up ‘these specific 
functions let me elaborate on several points concerning the ownership 
of the System and the source of its income about which mise oncep- 
tions sometimes arise. 





148 AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 


One notion, which even a lot of the bankers have, is that the Federal 
Reserve banks are owned by the member banks. The fact of the 
matter is, however, that the Federal Reserve banks—the whole Fed- 
eral Reserve System—is 100 percent owned by the Government of the 
United States. The member banks have no proprietary interest— 
may I invite your attention particularly, Mr. Chairman, to those 
words, “proprietary interest”. Proprietary relates to some real in- 
terest, and if you were to have Mr. Martin, Chairman of the Board of 
Governors, up here this morning and you asked him, he would say that 
the banks have only a nonproprietary interest in the Federal Reserve 
System, which, of course, is no real interest. 

“The member banks have no proprietary interest in the Federal 
Reserve banks. No authority on this subject holds that member banks 
have any ownership of the Federal Reserve banks. At one time I 
had a different opinion and I even introduced a bill to change the 
“ownership.” I thought it was shocking that we had a central bank 
here owned by the private banks, and I introduced a bill, H. R. 7230, 
way back there 25 years ago to provide for the Government to pay off 
that stock, and I accepted it as genuine stock, but after investigation I 
found it was phony. They don’t own any stock at all. It is not 
stock. The word “stock” is a misnomer, and we had an investigation 
in 1952 that clearly disclosed that without doubt. And nobody since 
that time has even claimed, no one in authority, that the commercial 
banks have a proprietary interest in the Federal Reserve System. 
They just can’t justify it. It would be extremely ridiculous for a 
central bank to be owned by the private commercial banks. 

Another idea which some people have is that the Federal Reserve 
System receives income by investing the reserves which are deposited 
in the Reserve banks by the private ‘member banks. This idea is com- 
pletely erroneous. The Federal Reserve System does not invest, or in 
any way use for its own benefit, one penny of the private banks’ 
money. This applies both to the member banks’ reserves and to the 
small amount of money which the member banks have invested in the 
so-called “stock” of the Federal Reserve banks. 

It is the existence of this so-called stock which gives rise to the 
mistaken notion that the private banks own the Federal Reserve Sys- 
tem. This so-called stock is, incidentally, an absurd thing. It 
amounts to only $325 million. Furthermore, the Reserve banks pay 
the member banks a high rate of interest for this money—6 percent. 
And they have been paying it since 1913, Mr. Chairman, and may I add 
to this shocking statement t that I made earlier about the stock that the 
Federal Reserve banks have never invested any of this money. It is 
idle and unused. And they pay 6 percent interest on it which in turn 
the taxpayers must pay, but the loss has not been minimized by in- 
vesting the stock money, so-called stock money in Government securi- 
ties or something that would earn even 3 percent so as to save half of 
that $20 million a year we are paying out to the Federal Reserve banks 
for nothing. As I have indicated, the money is not invested by the 
System, and the System has no conceivable need for this money. 

I can document that and prove by people whose word cannot be dis- 
puted that there is no need for this money. It serves no purnose what- 
soever. While this so-called stock amounts to only $325 million, the 
Reserve banks have reserves of surplus earnings alone amounting to 
more than $800 million, and they have no conceivable need for these 
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reserves either. There are really about $1 billion in all in reserves, 
and they have never invested a dime of this surplus money, never in- 
vested a penny of it. It is all idle and unused along with this so- 
called stock. Obviously, then, a part of these reserves ‘should be used 
to retire the $325 million of stock and thus stop interest payments on 
money which is neither invested nor needed for any safety factor. 

Mr. Fascetz. Mr. Chairman, may I ask a question at that point? 

The Carman. Certainly. 

Mr. Fasceii. What is the evidence of the indebtednes existing be- 
tween the private bankers and the Reserve banking system for the so- 
called stock ¢ 

Mr. Patman. They give them a statement. It 1s really more of an 
involuntary investment. 

Mr. Fascety. A letter statement ? 

Mr. Parman. A statement. They might call it stock. I don’t 
know. They probably do. All of it that was issued before 1942 is 
tax exempt, incidentally. They pay no taxes on it whatsoever. And 
they probably call it stock. But it is in effect not stock. They must 
invest 3 percent of their paid-up capital stock and surplus in what 
they call stock in the Federal Reserve bank of their district. 

Mr. Fasce.t. Is this a requirement fixed by law ? 

Mr. Parman. A requirement fixed by law in a 1913 act. 

Recently I wrote a letter to our colleague, Representative Howard 
W. Smith on the subject of the ownership and source of income of the 
System which cites a number of authorities on the points I am making. 
This letter has appeared in the Congressional Record, and I will be 
glad to offer it for this committee’s record. Furthermore, if the com- 


mittee should wish a more detailed statement citing additional au- 
thorities, there is one in a speech of mine in the Congressional Record 
of February 6, 1958, at page 1617. 

May I insert this letter to Chairman Smith, Mr. Chairman ? 

The CHatrman. Certainly. 

(The document referred to is as follows :) 


House OF REPRESENTATIVES, 
Washington, D. C., February 10, 1958. 
Hon. Howarp WortTH SMITH, 
House of Representatives, 
Washington, D. C. 


Dear JubGE: I am delighted to have your letter of February 7, concerning what 
you believe to be the ownership of the Federal Reserve banks and the source of 
the funds which the Federal Reserve System invests in Government securities. 
This gives me an opportunity to correct a misunderstanding of yours which I 
should have corrected long ago. 

It is now plain that you are holding certain misconceptions which are shared 
by many other well-informed people, including experienced and practical bankers. 
These misconceptions are: (1) that the reserves of the member banks of the 
Federal Reserve System are the source of the funds used by the System to ac- 
quire the Government securities which it holds, and (2) that the member banks 
are the owners of the Federal Reserve Banks. 

I can see how your holding these premises has put us at odds over the years 
with reference to many of the proposals I have made about the Federal Reserve 
System. And I now believe that if you had understood that (1) the Government 
securities held by the Federal Reserve System have been purchased by money 
created by the System, which is a liability on the United States, and (2) that 
the System is owned by the Government, not by the member banks, you would 
not have been opposed to the amendment which I wanted to offer to the debt 
increase bill which was, as I explained to the Rules Committee, to require the 
Federal Reserve System to purchase directly from the Treasury any or all 
Federal Securities issued under the additional $5 billion debt authority. Had 
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you had a correct understanding of these matters I think you would not have 
opposed my resolutions for a monetary investigation (H. Res. 210 in the 84th 
Cong. and H. Res. 85 in the present Congress. ) 

In your letter to me you state: 

“You remember the other day in the Rules Committee you made the statement 
that I was wrong in saying that the Federal Reserve banks invested their money 
in Government bonds. I was contending that the Federal Reserve banks were 
making a lot of money through the use of the funds of member banks held as 
reserves, and instead of paying the profits to the stockholders which are the 
member banks, the profits were paid to the Federal Treasury.” 

Let me take up first two facts on which we agree, namely (1) that the Federal 
Reserve System, if not the individual Federal Reserve Banks, invests a lot of 
money in Government bonds (and other Government securities), and (2) that 
the banks make a lot of money from interest payments on these securities, most 
of which is paid into the Treasury. 


SOURCE AND DISPOSITION OF FEDERAL RESERVE INCOME 


Certainly, the Federal Reserve System has purchased and holds tremendous 
amounts of Government securities. At the end of 1956, it held $24.9 billion in 
Federal securities. Furthermore, substantially all of the income reported by 
the 12 Reserve Banks comes from interest paid by the Treasury on these securi- 
ties. Again in 1956 (because this is the last year for which we have a complete 
report) the total earnings of the 12 banks was $595.6 million of which $571.8 
million, or 96 percent, came from interest payments from the Treasury. Gross 
earnings from the activities of the 12 Reserve banks—including their loans and 
advances to member banks and others—amounted to only 4 percent of the total 
income reported for the 12 banks. In other words, the income of the 12 banks 
resulting from any and all operations carried on by these banks ($23.9 million) 
was very small indeed, and a great deal less than their actual expenses which, 
net of reimbursements, totaled $121.2 million. 

Now where are these Government securities and what services do the Federal 
Reserve banks perform to earn the interest which the Treasury pays on these 
securities? 

The fact is that all of these securities are retained in one bank—the Federal 
Reserve Bank of New York. The Government securities for all the 12 banks 
are bought and sold, when they are sold, by the open market account, which is 
located in the New York bank; these securities are held in New York and the 
interest is collected on them there, and the interest income is the divided—it is 
really just a bookkeeping transfer—among the 12 banks on a pro rata basis, 
in proportion to the resources of the 12 banks. The separate banks never see 
these securities, and they do not make the decision to buy or sell them, or when 
to buy or sell them. All such decisions are made by the Open Market Committee. 

Now on the question of the system paying its “profits” into the Treasury: Prior 
to 1933, the Federal Reserve Act specified that the Reserve banks were to pay 90 
percent of their net income, each year, into the Treasury. The other 10 percent 
could be added to surplus reserves, which reserves were required to be not less 
than the amount of the so-called stock paid in by the member banks. In 1933 
the law was changed in connection with the setting up of the Federal Deposit 
Insurance Corporation. In that year a substantial portion of the surpluses of 
the Reserve banks—which were by then well in excess of the stock liabilities— 
were transferred to the FDIC, to provide the initial reserves against insured 
deposits. Accordingly, the requirement that Reserve Banks pay a specified 
percentage of their net earnings to the Treasury was removed from the law, 
with the undertsand that this was for the purpose of allowing these banks to 
build up their surplus reserves again. Those reserves have long since been rebuilt. 
and more; however, and the system has been paying approximately 90 percent 
of its net earnings into the Treasury. For example, in 1956 the System paid 
89 percent of its net earnings to the Treasury for what the Board’s annual report 
ealls interest 6n Federal Reserve notes outstanding (the reason for so describing 
this payment will shortly become clear. ) 

The financial institutions bill (S. 1451) which has passed the Senate and is 
now before the House Committee on Banking and Currency contains in it, among 
other things a provision which would write the 90 percent requirement back into 
the law. The Federal Reserve Board has recommended this, although they have 
been unable to give any answer as to what they can.do with, or what possible 
need might arise for, the surpluses continually accumulated by holding back the 
other 10 percent. 
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So much, then, for the facts that the Federal Reserve System buys, holds, and 
collects interest on large amounts of Federal securities. Comes now the ques- 
tion of where the System obtained the funds used to purhcase these securities. 
THE FEDERAL RESERVE USES THE CREDIT OF THE NATION TO INVEST IN SECURITIES, 
NOT MEMBER BANK RESERVES 


Individual bankers have from time to time gotten the impression that member- 
bank reserves are used by the Reserve banks to purchase securities, or that these 
reserves are otherwise invested, but that is not true. 
authorities on this, but I will quote just a few. 

In 1951, Marriner 8S. Eccles, who was then Chairman of the Board of Governors 
of the Federal Reserve System, wrote an article for the Federal Reserve Bulletin 
in which he said: 

‘ie 


I could quote you many 


I want to say in passing that, contrary to a persistent popular fallacy, 
the Reserve System does not use reserves deposited with it by member banks to 
buy Government securities. As a matter of fact the System creates the funds 
used in open-market operations. These funds are in no way dependent upon 
such reserves as member banks carry with the Reserve banks” (Federal Reserve 
Bulletin, January 1941, p. 15). 

In December 1956, William McC. Martin, Jr., the present Chairman of the 
Board of Governors, was before the Joint Economic Committee, along with several 
other Reserve officials. As chairman of this session, I questioned Mr. Martin 
closely on this point and got the same answer Mr. Eccles had given. I quote 
a portion of this record : 

“The CHAIRMAN. The point I am trying to make, Mr. Martin, is, I am trying 
to answer a fallacious argument that is going over the country; No. 1, that these 
reserves that the member banks have in their Federal Reserve banks are used 
to buy these bonds. That isa fallacy; is it not? 

“Mr. Martin. That isa fallacy. 

“The CHAIRMAN. That is a fallacy; it is not true. 

“Mr. Martin. That is right” (hearings before the Subcommittee on Economic 
Stabilization of the Joint Economic Committee on Monetary Policy, 1955-56, 
December 10-11, 1956, p. 118). 

Now let’s see what the American Bankers Association says on the subject. 
Parly in 1955 a spokesman for that association was before the House Committee 
on Banking and Currency, and, in passing, made a statement which repeated 
the mistaken notion that member bank reserves are used by the Federal Re- 
serve System. I called upon the American Bankers Association to examine into 
this matter further and let me know what its position on the question is. I 
received a letter dated May 11, 1955, signed by Mr. George R. Boyles, chairman 
of the committee on Federal legislation of the American 
which reads in part as follows: 

“The association as a body has never issued an official resolution or policy 
statement on this point. Since solely a question of fact is involved, it is not 
to be expected that the association would have been officially recorded in its 
proceedings as affirming or denying that the Federal Reserve banks invest mem- 
ber bank reserves. 

“It is generally recognized, however, that Federal Reserve bank operations 
ind functions are distince in that they do not use their deposit liabilities, which 
are the reserves of member banks, to purchase United States Government secur 
ities. Individual bankers and others have had the opposite impression from 
time to time, and it has been necessary for us, as well as the Federal Reserve 
banks, to correct such misunderstanding when the occasion has arisen. The 
accompanying memorandum, which was prepared by the economic research staff 

f the association, explains the subject in greater detail. 

“We trust that this will clarify the point you raised, since it is never the 
intention of the association to create false impressions or to misconstrue facts.” 

The fact is that the Federal Reserve System has the power to create money, 
just as does the private commercial banking system; and the Government secur- 
ities which the System holds have been purchased with such money created on 
the credit of the Government. This money has been created principally through 
the issuance of Federal Reserve notes which the System obtains from the Bureau 
of Printing and Engraving only by paying the printing cost. At the end of 
1956, the 12 banks together had among their “assets” $24.9 billion in Govern 
ment securities, and they had among their liabilities $27.5 billion for Federal 
Reserve notes, including both those outstanding and those in their vaults. 


Bankers Association, 
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Allow me to quote again from the 1956 testimony of Chairman Martin: 

“The CHAIRMAN. You have $24 billion worth of bonds. Now, those bonds 
were bought by giving of Federal Reserve notes in exchange for the bonds; 
were they not? 

“Mr. Martin. Well, Federal Reserve credit. 

“The CHAIRMAN. What is that? 

“Mr. Martin. Federal Reserve credit. They were not specific 

“The CHAIRMAN. That is what I mean. But every one of them is an obliga 
tion of the United States Government; is it not? 

“Mr. Martin. That is correct. 

“The CHAIRMAN. And that is what makes it good. 

“Mr. MArTIN. That is right” (hearings, ibid., p. 118). 

Now I think we have established this crucial point: the Federal Reserve 
banks do not invest the reserves which the member banks deposit with them. 
Let me make, then, an added point: By buying Government securities, not only 
is the Reserve System not using reserves which, it might be argued, would 
otherwise be available for use by the member banks, but the System’s purchase 
of these securities actually increases the reserves available for use by the 
member banks. The Federal Reserve Bulletin for February 1941 put this matter 
very simply, as follows: 

“Not only do the Reserve banks not depend for their lending power on member 
banks, but they are themselves in a position to increase or decrease the lending 
power of these banks. When the Reserve banks buy United States Government 
securities or make advances, they put reserve funds at the disposal of member 
banks, and thereby increase their lending power. And, contrariwise, when the 
Reserve banks sell securities or reduce advances, they withdraw funds from 
member banks and thereby reduce their power to extend credit. By these 
means the Federal Reserve banks, as creators and extinguishers of reserve 
funds, are in a position to exert an influence on the cost and volume of bank 
credit. This is, in fact, their principal function as a monetary authority, and 
the policies pursued in performing this function are determined, not on the 
basis of the reserves available to the Reserve banks, but with reference to the 
economic needs of the country.” 


WHY MEMBER BANKS MUST DEPOSIT RESERVES WITH THE FEDERAL RESERVE BANKS 


Since the Federal Reserve banks do not use, or invest, the reserves deposited 
with them by the member banks, then we might review the reasons why the 
member banks are required to make such deposits. There are two reasons. First, 
it is easier for the supervising authority to police these reserves, to see that they 
are actually kept, to require them to be deposited rather than seeing to it that 
each member bank keeps the proper amount in its own vaults. Second, de 
positing the reserves with the Federal Reserve banks involves an important 
convenience and service to the member banks themselves. Since the first 
reason is self-explanatory, I will elaborate only on the second, and for this let 
me quote from the Federal Reserve Bulletin again : 

“Federal Reserve deposits are required reserves of member banks and are 
also the most convenient medium for settling balances between member banks 
in the same Federal Reserve district and between Federal Reserve districts; 
consequently, deposits held with the Federal Reserve banks, even above legal 
requirements, are rarely withdrawn by the banks. Individual member banks 
find it a great convenience to be able to draw checks to their balances with the 
Federal Reserve banks, but this results merely in shifts from the account of one 
member bank to those of others, without change in the aggregate.” 


THE MEMBER BANKS DO NOT OWN THE FEDERAL RESERVE BANKS 


I come now to another important misunderstanding expressed in your letter 
to me. This is found in your suggestion that the “profits” of the Federal Re- 
serve System ought to be paid to “the stockholders, which are the member banks.” 

If the member banks were really the owners of the Federal Reserve System 
they would have a most fabulous investment; they would own a System which 
operates on the Federal Government’s power to create money and which has 
in fact created sufficient money to purchase and hold $25 billion worth of inter- 
est-bearing securities of the United States Government, plus another $27 billion 
of other kinds of assets. 

The financial contribution of all the member banks—through purchase of the 
so-called stock—amounts to about $325 million. Thus in 1956 the stockholders’ 
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return on investment, if we can imagine that the banks own the System, would 
have been $596 million in net profits, plus, of course, all of the free services 
which the banks received from the System, the total cost of which came to $121 
million. In other words, on the theory that the private banks own the Federal 
Reserve System, their return on the investment would have been about 220 
percent in 1 year. 

This so-called stock in the Federal Reserve banks which the member banks 
hold does not, however, constitute ownership, and never has. The term “stock” 
isa misnomer. If it is compared to a stock at all, it can at best be likened to a 
nonvoting preferred stock drawing a specified rate of interest, and a very high 
one at that—6 percent. Yet this “stock” has certain highly distinctive features 
which prevent its being characterized even as a “preferred stock.” Let me 
quote from the record on these, and call your attention particularly to Chairman 
Martin’s replies to my questions : 

“The CHAIRMAN. All right. 

“No. 2 is that the banks own the Federal Reserve banking system, and it is 
run by the banks; it is operated for their benefit. 

“That is a fallacy; is it not? 

“Mr. MArTIN. That is a fallacy. 

* *K * + = * ze 
“The CHAIRMAN. That stock, or that word ‘stock’ is a misnomer; is it not? 
“Mr. Martin. If you are talking about stock in terms of proprietorship— 

ownhership—yes. 

“The CHAIRMAN. Well, of course, that is what stock is; yes. Normally that 
is what stock is: when you say ‘stock,’ you mean a proprietary interest of some 
kind ; do you not? 

“Mr. MARTIN. In the ordinary sense; yes. 

“The CHAIRMAN. That is right, in the ordinary sense. 

“Mr. Martin. You and I are in agreement that it is not proprietary interest. 

“The CHAIRMAN. Yes. 

“Therefore, this does not convey any proprietary interest at all, and the word 
‘stock’ is a misnomer. It is not a correct word at all. It is just an involuntary 
assessment that has been made on the banks as long as they are members. 

“Now, they go out, the money is refunded to them. But as long as they are 
members, they get 6 percent annually on that. 

“And as evidence of the fact that they do not have any proprietary interest. 
which you admit, is the fact that this so-called stock cannot be sold, it cannot 
be hypothecated, and as a convincing and unanswerable argument that the banks 
have no interest in the Federal Reserve System as such, financial or proprietary 
interest, the law specifically provides that in the event of the liquidation of a 
Federal Reserve bank, that after they get their $300 million stock back, the 
yovernment gets everything else. That is right; is it not? 

“Mr. Martin. That is right. 

“The CHAIRMAN. Now, if the banks had any proprietary interest in that, they 
would get what was left after liquidation ; would they not? 

“Mr. MARTIN. Well, you and I are in agreement it is not proprietary interest. 

“The CHAIRMAN. Yes. 

“Therefore, the statement that the banks own the Federal Reserve System 
is not a correct statement; is it? 

“Mr. Martin. The banks do not own the Federal Reserve System.” (Hear- 
ings before a joint Subcommittee on Economic Stabilization of the Joint Eco- 
nomic Committee, December 1956, pp. 119-120.) 

The history of this unique “stock” shows that when the Federal Reserve Sys- 
tem was set up, the member banks were required to make a small, nonvoluntary 
interest-bearing contribution to the System, which was to serve merely as a 
psychological device. It was intended to make the bankers feel that they had 
some direct financial stake in the success of the new system. The law pro- 
vided that each member bank could be called upon to-contribute an amount up to 
6 percent of its paid-in capital and surplus. Actually the banks were called upon 
to contribute only 3 percent, and this is the figure which still prevails. 

I have frequently questioned Federal Reserve officials about the use of the 
funds derived from sales of this “stock” and the answers I have received are 
that their use, if any, is still psychological; the funds are not invested. Ob- 
viously the System does not need them, and it is my own belief that the psycho- 
logical effects, if any, are no longer needed. Consequently, I have frequently 
made the point that the funds should be returned, so as to save the 6 percent 
interest. which amounts to about $19 million per year. 
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SUMMARY 

Judge, this has been a long letter, but I believe it will prove to be worth your 
time if it succeeds in clearing up the following points: 

(1) Although private bankers in very large degree manage the Federal Re- 
serve System, the System is owned by the United States Government. 

(2) Since most of the yearly cost of operating the Federal Reserve System 
about $121 million—goes for check clearance and other free services for the pri- 
vate banks, this yearly cost is a direct subsidy to the private banking system, 
although the general public benefits indirectly, by having an effective banking 
system. 

(3) The Federal Reserve System does not use the reserves of the member 
banks to buy Government securities. 

(4) Purchases of Government securities by the Federal Reserve System, in- 
stead of denying the private banks use of reserves, actually increase the amount 
of reserves available to the banks for loans and investment, which means that 
the Federal Reserve System can and does increase the money supply in either 
of two ways—by buying Government securities or by reducing required reserves 
and thus allowing the private banks to create the new money. 

I am, 

Sincerely yours, 
WRIGHT PATMAN. 

Mr. Parman. Now, of course, Judge Smith is a wonderful person. 
He isa fine statesman. Heisa good Congressman. He just has the 
wrong idea about this. And one vd: ry over at the Rules Committee he 
said the trouble with the Federal Reserve System is that it takes the 
reserves of the member banks and either holds all this money or In- 
vests it in Government bonds and then it keeps the interest on those 
Government bonds for themselves. I didn’t say anything about it 
the first time he said it, but the next time he said it, which was only 
recently, I said, “Judge, please don’t ever say that again because it 
is not correct.” 

But after I left there, he wrote me a letter in which he reiterated 
what he had said and that gave me an opportunity to correct that 
assumption that he has which is w holly incorrect, and in this letter 
I think you will find that I made a case in showing that his statement 
was not correct. 

I will insert that. 

The CrarrmMan. Well, has he ever accepted your statement? 

Mr. Parman. He has never replied to it. Of course, I was speak- 
ing on the floor the next day and I told him that I was speaking the 
next day and that I was going to refer to our correspondence, since 
it had been made a matter of public record, and, of course, referring 
to that, I would expect to yield to him if he wanted me to yield when 
I was making the speech. But I don’t know what the score was, he 
probably was out of town and couldn’t be there, or something. 

The Cuairman. Then it is not of record that he has ever accepted 
your version. 

Mr. Parman. Neither has he accepted it nor rejected it. That is 
right. 

I might say here that the present Chairman of the Federal Reserve 
Board, as well as past Chairmen, are on the public record many times 
as stating: (1) The private banks do not own the Federal Reserve 
banks and have no proprietary interest whatsoever in those banks, 
and (2) that the Federal Reserve System does not invest either the 
reserves of the member banks or the funds from the so-called stock 
which the member banks hold. 

As I have indicated, substantially all of the income of the Federal 
Reserve is from interest collected on United States Government secu- 
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rities held by the System. This interest is unearned, insofar as the 
System is concerned, because the System performs no services and 
invests no money to earn it. It simply has printed some noninterest- 
bearing obligations of the United States and then swaps these in the 
market for interest-bearing obligations of the United States. 

Now, I have often given this example, and Mr. Martin has stated 
that in effect it was correct: If the chairman owed, say, $1,000 on 
his home and the chairman gave me a check payable to Wright Patman 
for the $1,000 to take to the holder of that vendor’s lien on his home 
to pay that $1,000 vendor’s lien on his home; then I took his check 
and I endorsed it to the person who holds the vendor’s lien; and he 
transfers the vendor’s lien to me; and I call on the chairman every 
year to pay me interest on that obligation. That doesn’t make sense, 
but. that is exactly what is going on in the Federal Reserve. 

They take money from the Bureau of Engraving and Printing which 
is a Government obligation. It isa Government bond. The only dif- 
ference is that it does not draw interest, but you take any Federal 
Reserve note you have in your pocket, and it says, “The United States 
promises to pay the bearer upon demand so many dollars.” That is 
not the Federal Reserve promising to pay it. It is not the private 
commercial banks promising to pay it. It is the United States Gov- 
ernment promising to pay it. It is a blanket mortgage on all the 
property of all the people and the income of all the people. 

The Cuatrrman. Does it say you have to have lawful money? 

Mr. Parman. Lawful money-—— 

The Ciiarmman. What do they mean by that? 

Mr. Parman. Well, I didn’t intend to use the phrase “lawful 
money,” but it is redeemable in lawful money. The United States 
promises to pay you upon demand so many dollars. 

The Cuatrman. It says promises to pay upon demand lawful money 
of the United States. 

Mr. Parman. The chairman reminds me of something I am sure 
is onthe note. It states: This note is legal tender for all debts, public 
and private, and is redeemable in lawful money at the United States 
Treasury, or at any Federal Reserve bank. It is lawful money; yes, sir. 

In the last Annual Report of the Board of Governors we have, which 
is for the year 1956, the 12 Federal Reserve banks together reported 
earnings of $595.6 million. Of this, $571.8 million, or 96 percent of 
the total income, came from United States Government securities 
that they obtained in the way and manner that I have indicated. In 
other words, the 12 banks together had actual earnings of only $24 
million. Against these actual earnings they had expenses of $140 
million. The difference between expenses and actual earnings, which 
is a loss of $116 million, was a direct subsidy to the private banks of 
the country. Now, maybe that is justified. I don’t know. But it 
isa subsidy. The private banks received the services performed and 
paid nothing for them. 

Now, in contrast to the free services performed for the private 
banks, the Federal Reserve charges the other Federal agencies for 
services performed for them. Not included in either the income or the 
expense figures I have cited was an expense of $18 million for which 
the System was reimbursed. 
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It is rather strange and ironical that the Federal Reserve System 
will charge every Government agency for the services it performs for 
the agencies but doesn’t charge the private banks for the services per- 
formed for the private banks. 

At the end of 1956, the Federal Reserve System showed on the lia- 
bility side of its balance sheet $27.5 billion for Federal Reserve notes 
in circulation. In other words, there were $27.5 billion in such notes 
in people’s pockets, in the cash registers of the Nation, and so on, which 
had been issued against the credit of the United States Government 
to buy the $25 billion worth of interest-bearing securities of the United 
States Government. 

Under the practice of recent years, the Federal Reserve pays into 
the United States Treasury approximately 90 percent of its net in- 
come. That is to say, after taking approximately one-half billion 
dollars a year in unearned interest from the Treasury, then paying 
all the expenses for servicing the private banks, and paying gener- 
ously and without restraint all kinds of unnecessary expenses, the 
System pays 90 percent of what is left over back into the Treasury. 
The other 10 percent is put into what they call a surplus reserve 
to be used at some time in the future, for what purposes no one has 
ever been able to figure out. This is also not invested. 

I asked both Mr. Martin and Mr. Robertson, a member of the 
Board of Governors, “What can you possibly or conceivably ever use 
this reserve for,” and Mr. Robertson said, “I can’t imagine.” Mr. 
Martin could not name one instance that he might need the money. It 
is idle and unused in this reserve account. That is the reason I want 
to use some of these reserves to set up these regional small-business 
capital banks. 

In 1956 the System paid $401.5 million or 89 percent of its income, 
after expenses, into the Treasury. This payment is described in the 
Board’s annual report as payment of “interest on Federal Reserve 
notes.” 

Clearly then, the Federal Reserve System is operating on Federal 
funds; and any misuse of these funds and any unnecessary expenses 
paid with these funds come out of the taxpayer’s pocket. Certainly, 
then, the System should be audited by the Government. 

Does the Federal Reserve System belong in this bill ? 

Allow me to quote from the letter of August 2, 1957, from Mr. W 
Randolph Burgess, the then Acting Secretary of the Treasury, con- 
cerning the purposes of this bill. Mr. Burgess said : 

* * * The criteria for determining whether a corporation or agency comes 
under the provisions of the act would not be based on private ownership of capi- 
tal stock as at present, but on the use of Federal funds, or the availability to 
the corporation by statutory authority of such funds, or the use of the credit 
of the United States. 

Now I will turn just briefly to the FDIC again. There is the case 
where we are having to raise the debt limit in order to protect the 
FDIC. Right now you can’t justify the $5 billion increase except 
that you want $3 billion there for the FDIC as acushion. They have 
the power under the law. They have a commitment of $3 billion 
which permits them to go down to the Treasury and draw out that 
amount any time they want to. That is all they have to do—to say 
they need it. The FIDC only has $1.44 to cover every hundred 
dollars of liability. Obviously it is insufficient. The only reason 
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it is considered sufficient is because it is a moral obligation of the 
United States Government to pay FIDC this $3 billion blanket 
commitment from the Treasury. So this increase in the national debt 
that is going through the Congress, although the FDIC hasn’t been 
mentioned with respect to the increase—probably they are afraid to 
mention it because some people are concerned. I am not concerned by 
it because it is a Government obligation anyway, a moral obligation, 
but the reason we are having to raise this national debt limit today is 
to provide for that $3 billion cushion for the FDIC and then they 
tell me that they don’t come within the audit provisions of the United 
States Government. It just does not make sense, the way I see it. 

Now there are some odd things about the Federal Reserve System. 
The officers, directors, and employees of the Federal Reserve banks 
are not Government employees. ‘Their salaries are fixed without ref- 
erence to civil service or any other salary scale. For example, the 
salary of the president of the Federal Reserve Bank of New York 
is $60,000 a year, which makes him the highest paid official in the 
Government, except for the President of the United States, although 
he is not, strictly speaking, a Government employee. 

The salary of the president of the Chicago banks is $50,000. The 
salaries of a number of other bank presidents are way up at $35,000. 

These banks have their own salary scales. They have thought up 
their own retirement systems, and they have several extremely gen- 
erous systems. And this is an area where this committee could do a 
real public service, to look into the retirement systems within the 
Federal Reserve System. They have never been made public. They 
have never turned over the complete information to anybody. They 
keep these retirement systems to themselves. But I know enough about 
it to know that they are extremely generous and clear out of line with 
any other system that the Government has anything to do with. 
They even pay about three-fourths of a million dollars a year for 
hospitalization and surgical insurance for their employees. They 
subsidize their cafeterias and dining rooms, by their own reckoning 
to the extent of about 50 percent. In other words, at the Federal 
Reserve, they buy a $2 steak for $1. In the House restaurant you 
buy a $2 steak for $4. That is the difference. [Laughter.] They 
pay for amusements, entertainment of all kinds, and banquets. They 
pay for gifts to people who are not even employees of the banks; they 
send employees to school and pay for their training, for the purpose 
of taking another job with private industry. In short, there seems 
to be no limit to the things that the Federal Reserve banks pay for 
with Government money. 

Now if the committee would be interested to learn about some of 
the things that the Federal Reserve banks spend Government money 
for, I invite attention to my testimony before he House Banking and 
Currency Committee on February 7, 1958. 

I have that testimony here. I won’t go into it unless the committee 
asks me to. But I have some amazing and shocking things I could 
invite your attention to. 

In addition to handling funds for its general expenses, the Federal 
Reserve banks handle other financial transactions on behalf of the 
Federal Government, which are gigantic. To illustrate: 

(1) The Reserve banks act as fiscal agents for the Treasury. In 
this capacity they issue Government securities, keep custody of huge 
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amounts of such securities, and handle the redemption of these secu- 
rities, These operations are not audited by the Government. 

(2) The Reserve banks supervise the Treasury tax and loan ac- 
counts with the private banks, and they collect and keep custody of 
securities which the private banks put up to secure the Treasury’s 
deposits with these banks. At any one time these deposits usually 
run between $3 billion and $6 billion. These operations are not 
audited by the Government. 

And may I remind you, Mr. Chairman, that this $3 billion at 3 
percent would be $90 million a year, and that $6 bijlion at 3 percent 
would be $180 million a year, and that is the amount the people are 
paying interest on that is put in the private banks for which the 
Government receives nothing. And if it could be checked on at any 
time, there could be some justification for it, but the Government can’t 
even check on this money. It is out of reach of the Treasury. It has 
got to be brought into the Federal Reserve bank, called in before it 
can be checked on. 

Now, the Postoffice Department handles a lot of money but they 
don’t permit a penny of it to stay in the private banks without interest. 
They bring it in immediately. In fact, the Postmaster General's 
statement indicated several years ago when that policy was adopted 
that the cost to the Postoffice Department of servicing such accounts 
in thousands of banks would just be prohibitive to him and he wouldn’t 
do it, but here the Treasury is doing it all the time. 

Now, if we were requiring any service from those banks which they 
should be paid for and for which we are not paying them, let us pay 
for it. Let us do it and do it right. Let us not permit them to keep 
$3 billion to $6 billion of the people’ s money all the time and have no 
auditing, no accounting or anything else except through the Treasury 
while the taxpayers are losing interest payments and the United 
States Government is not receiving any of that money. 

Mr. Fascein. Will the gentleman yield? 

The fiscal service for the Treasury, is that a legal or contractual 
obligation ? 

Mr. Patman. It is a legal. It is written into the act. 

(3) The Reserve banks handle the destruction of unfit Treasury 
currency. Billions of dollars a year are involved in this operation and 
yet it is not audited by the Government. 

I could show you some amazing instances where their own auditors 
criticized the way they handle it. 

(4) The Federal Reserve Bank of New York operates a Foreign 
Department which carries on a tremendous business with foreign and 
international banks, including the making of loans to such banks. 
This is not audited by the Government, although Government funds 
we used. 

(5) The Federal Reserve Bank of New York also operates the so- 
called open-market account of the System. The Government does not 
audit this operation. 

May I invite your attention to the importance of this operation. 
Now, most of the money that these other 11 banks get and upon which 
they operate comes directly from the Federal Reserve Bank of New 
York. The amount of money they earn in each one of these other 11 
banks does not amount to anything, practically nothing, not over 3 
percent of their earnings. But the New York bank has been desig- 
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nated by the Open Market Committee as their agent and in New York 
under 1 roof in the Federal Reserve Bank of New York, they buy and 
sell $20 billion to $25 billion worth of bonds, Government securities, 
every year to specially selected agents of their own choice, only 17 in 
number, and 5 of these do over 50 percent of the business. And yet 
there are no audits, none in the world. 

Now, the Federal Reserve Bank of New York in all these operations 
clips the coupons and turns them into the Treasury. Then they just 
send the Dallas bank or the Minneapolis bank or the San Francisco 
bank the amount in proportion to that which they would be entitled 
to. These other 11 banks never touch those bonds. They do not render 
any service of any kind whatsoever in connection with them but that 
is where they get their money for operating expenses. 

I know that this committee has given some study to the open market 
account, so, if I may, let me point out some of the features of this 
operation. 

Most of the public is not aware of this open-market account or the 
Open Market Committee. It is the most important committee on 
earth, these 12 men. They have more power than the United States 
Congress. We delegated it to them. Seven of them are public mem- 
bers. Five of them are selected by representatives of the private 
banks; it is the same as just owners of railroads being on the Inter- 
state Commerce Commission to fix freight and passenger rates. That 
is the way it is. 

Yet these 12 men carry on one of the most important economic 
activities of the whole country. It is an activity which affects the 
pocketbook of every man, woman, and child in this country. 

The Open Market Committee, of course, makes the general policy 
as to how much money there is to be in the private banking system. 
But the policy directives isued by this committee are extremely gen- 
eralized—I could say, vague. 

The actual buying and selling of Government securities is handled 
by the Federal Reserve Bank of New York. This bank has been 
chosen as the agent for the committee. And within the bank there is 
a small unit known as the Securities Department which manages the 
open-market account which does the actual buying and selling of 
Government securities. This buying and selling, which is supposed 
to be for the purpose of adjusting the amount of credit available in 
the private banking system, runs to fantastic amounts. 

For example, the amount of Government securities bought and sold 
during the year 1956 almost equaled the amount of Government 
securities which the account held at the end of that year. As I have 
pointed out, this account held about $25 billion in Government securi- 
ties at the end of 1956. During the year 1956, the account purchased 
a total of $11.9 billion worth of Government securities and sold $9.3 
billion worth, making a total trade of $21.2 billion, Why they do it 
I don’t know. You don’t know. No Member of Congress knows. All 
of this was done within the private, select small group in the city of 
New York. That is where it was all done, every bit of it. 

Now there are some highly peculiar things about how this trading 
m Government securities is carried on. The trading is an under-the- 
counter, not an over-the-counter, kind of trading, in which a very 
small group of “dealers” or speculators participates. Altogether 
there are only 17 of these so-called dealers with whom the open- 
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market account trades. Furthermore, according to information I 
have been able to obtain, an even smaller group accounts for substan- 
tially all of the trading. The information I have shows that in 1956, 
5. of these dealers accounted for 52 percent of all of the trading 
with the open-market accounts, and the 10 biggest dealers accounted 
for 88 percent of the trading 

This buying and selling of Federal securities, in which Federal 
funds are used, are carried on without any public reporting of what 
prices have been paid or received, and without any public reporting 
of whom the securities are sold to or bought from. 

A small group of people wro run the open market account decide 
all of these matters. They decide when to buy or sell Government 
securities; they decide which securities to buy or sell; what quan- 
tities they will buy or sell; which dealers they will buy from or sell 
to, and at what prices. F urther more, they also make loans of Federal 
Reserve funds to these dealers to enable the dealers to carry and 
speculate in Government securities, and, I will state, without specific 
authority of law. And, in addition, they carry on similar trading 
with foreign central banks, although, for some mysterious reason, 
they do not trade with member banks of the Federal Reserve System, 
or trade even with the Federal Reserve banks themselves Actus ally 
one man who is known as the “manager” of the account has the author- 
ity for making all of these decisions. These operations are not 
audited by the Government, and the public is told almost nothing 
about them. Everything about this open market account is con- 
sidered secret. 

As I have indicated, the only auditing that is ever done of the 
Federal Reserve System is a self-audit, made by the System’s own 
employees. And, of course, self-audits in no way meet the basic 
purpose for which audits are made, either in private business or in 
Government agencies. These self-audits of the Federal Reserve are 
in many instances made with the help of employees of the very bank 
that is being audited. 

Yet even the audit reports which result fro mthese self-audits are 
not made public; and certain portions of them can not be seen even 
by appropriate committees of Congress under a cloak of confiden- 
tiality. 

I have run into that iron curtain. They promised to send their re- 
ports up to the Banking and Currency Committee of the House. 
They sent only some reports. 

The Cuarman. Have you called the attention of Congressman 
Moss of this committee to this transaction? Congressman Moss? 

Mr. Parman. No, sir; I have not. 

The Cuamman. It is the people’s right to know. 

Mr. Parman. That is a good point, “Mr. Chairman. Iam glad vou 
mentioned it. We have got to pull out all the stops on this deal be- 
cause the biggest manufacturers in this Nation today are the manu- 
facturers of money. The biggest manufacturers in the world are 
here in the United States, manufacturers of money based upon our 
credit and our income. 

Recently, I did succeed in having Chairman Martin make avail- 
able certain portions of these audit reports to the Committee on Bank- 
ing and Currency of the House for inspection of any interested mem- 
ber of that committee. Again, I would invite this committee’s atten- 
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tion to my testimony to the Banking and Currency Committee on 
February 7, in which I have pointed out some of the things those 
reports show. I believe these things will leave no doubt about the 
need for putting the System under audit control. 

Yet, even so, I believe that we can assume that the notes I have 
made greatly understate the picture. The Federal Reserve Board re- 
fused to let the Banking and Currency Committee of the House ex- 
amine, even on a confidential basis, certain parts of these audit reports. 
The Board’s instructions to its auditors are to separate out, and put 
in separate reports or memoranda, materials dealing with a number 
of subjects which would normally be included in a complete audit 
report. Reports which we were not permitted to examine pertain to 
the following subjects: 

(1) Management : General comments. 

(2) Management: Comments on newly appointed members of the 
official staff. 

(3) Officers of the Federal Reserve agent: Newly appointed mem- 
bers of the Federal Reserve agent’s staff. 

(4) Inattendance of directors. 

(5) Indebtedness, stockownership in member banks, and outside 
business connections of officers and employees. 

(6) Schedule of above (item 5) for examiners, assistant examiners, 
and officers supervising the examination function. 

(7) Apparent or possible violations of the criminal provisions of 
the banking laws of the United States (involving officers or employees 
of State member banks). 

Certainly then the Federal Reserve System should be audited. The 
operations of the open-market account should be audited; and the 
general expenses of the Federal Reserve System should be audited. 

The Cuarrman. How do they justify the withholding from the 
Banking and Currency Committee ? 

Mr. Parman. Well, they have no reason. They just have an ex- 
cuse. The excuse is that they are independent. 

Now, the truth is, Mr. Chairman, they are trying to set themselves 
off as a separate branch of the Government, like the legislative, execu- 
tive, judicial, and Federal Reserve. They are just as wrong about 
that as they could be. 

The CuatrmMan. Congress created them. 

Mr. Parman. Because they are creatures of Congress. That is ex- 
actly right. They are creatures of Congress. They are not independ- 
ent. They tried to secede. I will admit that. They tried to secede 
from the Government in 1951, and they have gotten by with it with 
the present administration, but they have no security for the future. 
None. They can’t secede from the Union. 

The Office of the Comptroller of the Currency is supposed to be a 
part of the Treasury Department, and it would be assumed normally 
a this Office is subject to regular audit by the General Accounting 

ce. 

I was surprised to learn quite recently, however, that this is another 
one of those agencies which go on the theory that they are owned by 
the private banks. Imagine that, the private banks contribute the 
funds on which the Office operates, and these funds are spent without 
specific annual authorization from Congress, so the Comptroller’s ac- 
tivities are not audited by the General Accounting Office. Specifi- 
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cally these funds on which the Comptroller of the Currency operates 
come from fees levied on the banks for the Comptroller’s examination 
of these banks. 

It is a bad principle, I think, to make a supervisory agency depend- 
ent for its operating funds on the private corporations it is supposed 
to supervise, particularly so when there is no requirement for an 
independent audit. 

Furthermore, some of the functions carried on by the Office of the 
Comptroller of the Currency are not specifically related to bank ex- 
aminations or supervision. For example, this Office has control and 
custodial functions with respect to the Federal Reserve notes—that 
is, the $5 bills, the $10 bills and so on, which the Federal Reserve Sys- 
tem has printed. All of this currency is delivered by the Bureau of 
Printing and Engraving to the Comptroller of the Currency, who 
then issues it to the Federal Reserve banks as they call for it. And 
finally, as these bills become worn or damaged the Reserve banks send 
them back to the Comptroller of the Currency for destruction. 

Through May of 1957, the Office of the Comptroller of the Currency 
had received from the Bureau of Printing and Engraving more than 
$154 billion of Federal Reserve currency. It had, according to a let- 
ter which the Comptroller of the Currency wrote me last year, issued 
somewhat more than $147 billion of these notes to the various Federal 
Reserve banks. Then the Office had received back for destruction 
unfit notes in excess of $107 billion. 

Now, these audits made by their own auditors make some very shock- 
ing revelations about the handling of this unfit currency. 

These Federal Reserve notes are a liability on the Government of 
the United States. They are backed by no credit other than the credit 
of the United States. Yet the issuing, the custodial and the destruc- 
tion operations of this currency are not audited by the General Ac- 
counting Office. Recently I was surprised to learn that these opera- 
tions are not even audited, Mr. Chairman, by the Treasury’s own inter- 
nal auditors. 

The CuatrMan. Who does audit them ? 

Mr. Parman. They are not audited unless the Comptroller does it 
himself. There is no outside audit, none, not even by the Treasury 
in which Department the Comptroller is located. 

Now, this has come as a great surprise to me. I had thought the 
Treasury was being audited. And if I didn’t misunderstand him re- 
cently, the Comptroller of the Currency testified that the Treasury’s 
auditors audit his Department. But I have discovered by investiga- 
tion they do not. 

When the present Comptroller of the Currency, Mr. Gidney, was 
testifying before the Committee on Banking and Currency of the 
House last July, I asked him some questions about the audits of the 
currency handling in his office, and Mr. Gidney seemed to be under 
the impression that these operations are audited twice—once by the 
Comptroller’s auditors and once by the auditors of the Bureau of 
Accounts of the Treasury Department. 

At a later time, I ask the General Accounting Office to assign to me 
an expert auditor, as it did. This man turned out to be Mr. Edward 
T. Stepnick, an auditor on the staff of the Civil Audit and Account- 
ing Division of the GAO, and a licensed C. P. A. in the State of 
Illinois. I asked Mr. Stepnick to look into this matter of the extent 
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to which currency handling in the Office of the Comptroller was 
audited. Mr. Stepnick did this and then wrote me an expert memo- 
randum in which he says that the handling of Federal Reserve notes 
in the Office of the Comptroller of the Currency is not audited twice, 
not even once. According to Mr. Stepnick’s memorandum, the Bureau 
of Accounts of the Treasury Department does audit the Office of the 
Comptroller of the Currency is not audited twice, not even once. 
According to Mr. Stepnick’s memorandum, the Bureau of Accounts 
of the Treasury Department does audit the Office of the Comptroller 
of the Currency, but only partially. Furthermore, this audit is made 
at the voluntary request of the Comptroller of the Currency, who 
specifies the scope of the audits to be made. Currency handling is one 
of those functions which are not audited. 

Mr. Chairman, I will offer a copy of Mr. Stepnick’s memorandum 
for the committee’s record. 

May I insert it? 

The CuarrMan. Yes, certainly. 

(The document referred to is as follows :) 


MEMORANDUM PREPARED BY Mr. Howarp T. STEPNICK, GENERAL 
ACCOUNTING OFFICE 


COMMENTS ON REVIEW OF REPORTS RELATING TO AUDITS OF THE OFFICE OF THE 
COMPTROLLER OF THE CURRENCY 


General comments and conclusions 


A review was made of selected audit reports on the Office of the Comptroller 
of the Currency prepared by auditors of the Division of Internal Audits, Bureau 
of Accounts, Treasury Department. A review was made also of various financial 
and audit reports prepared by the internal auditor of the Office of the Comp- 
troller of the Currency. 

These reviews strongly indicate that audits of the Office of the Comptroller 
of the Currency are not satisfactory, largely because they do not cover all the 
major functions of the Office. Moreover, under existing audit arrangements 
between the Comptroller and the Bureau of Accounts, it appears that the audi- 
tors of the Bureau of Accounts are not in a position to independently determine 
the scope of their audits. Also, there are indications that the Office of the 
Comptroller of the Currency has not been receptive in adopting what appear 
to be sensible recommendations made by the auditors of the Bureau of Accounts 
to improve accounting operations in the Office. Further comments on these 
matters follow: 


Audits of the Comptroller of the Currency by the Bureau of Accounts 


Audits of the Office of the Comptroller of the Currency are made annually by 
the Division of Internal Audits, Bureau of Accounts, Treasury Department. The 
annual audits appear adequate from a technical standpoint in the areas covered, 
and the auditors prepare good reports which carefully explain the scope of the 
audit and which include opinions and recommendations. However, the annual 
audits are only partial audits in relation to the total operations of the Comp- 
troller of the Currency because important areas are omitted from the scope of 
the examination. 

The annual audits by the Bureau of Accounts are limited to the accounts and 
records pertaining to the income and administrative expenses of the Office of the 
Comptroller of the Currency and to residual funds involving the liquidation of 
insolvent national banks. Because of this limited scope, the audits do not cover 
several important matters such as (1) currency functions performed by the 
Comptroller for account of the Federal Reserve Board relating to the issuance 
and redemption of currency, except the verification of expenses and assessments 
relating thereto; and (2) fiscal activities under the control of the chief ex- 
aminers in district field offices. Also, the audits do not include (1) a review 
of financial transactions from the standpoint of compliance with legal require- 
ments specifically applicable to the functions of the Comptroller of the Currency; 
and (2) a verification of supplies and equipment and certain items derived from 
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closed receiverships held for safekeeping. The omission of these matters from 
the scope of the audit seriously reduces the effectiveness and value of the audit 
work performed. 

Moreover, the audit by the Bureau of Accounts is made on the basis of a re- 
quest from the Comptroller’s Office, and its scope is determined through an un- 
derstanding between representatives of the Comptroller and the Bureau of 
Accounts. It is clear that the auditors of the Bureau of Accounts are not in a 
position to independently determine the scope of their audits, and, inasmuch as 
the audit is made on a request basis, it seems that a mere desire on the part 
of the Comptroller not to be audited is all that would be necessary to discontinue 
completely all audit work by the Bureau of Accounts. 

It was noted that the audit reports prepared by the Bureau of Accounts’ 
auditors contained a number of recommendations designed to improve the ac- 
counting operations of the Comptroller. Only a few of these recommendations 
appear to have been adopted even though they seem very sensible. For example, 
the unadopted recommendations include suggestions to (1) deposit with the 
Treasurer of the United States funds in excess of $300,000 which are not de- 
posited in a commercial bank, earning no interest or other apparent benefits for 
the Comptroller; and (2) establish an appropriate payroll lag in lieu of dis- 
bursing payrolls on the last working day of the payroll period. It was noted 
also that the Office of the Comptroller has been slow in adopting fundamental 
accounting techniques. A general ledger was not installed until 1954, and the 
accounts are kept on the cash rather than the accrual basis of accounting. It 
appears that the internal auditor of the Office has opposed rather than sup- 
ported many of the worthwhile audit suggestions made by the Bureau of 
Accounts. 


Activities of the Internal Auditor 


Internal audit functions within the Office of the Comptroller of the Cur- 
rency are performed by the auditor for the Comptroller. The internal audit 
system of the Office appears to provide a detailed verification of financial trans- 
actions, done as an extention of routine bookkeeping operations. Internal audit- 
ing in the Office apparently does not include reviews of operations with a view 
toward appraising the effectiveness of policies, procedures, and internal con- 
trols. However, the internal auditor does perform an annual inventory verifi- 
cation of the contents of the unissued Federal Reserve currency vault. 

The reports prepared by the internal auditor resemble accounting rather than 
audit reports, and show detailed financial data as to changes in each account 
balance with relatively little explanatory comment. The reports contain no 
conclusions, opinions, or recommendations. They give the impression that the 
internal auditor is the chief bookkeeper and that internal auditing in the Office 
of the Comptroller of the Currency is little more than a clerical function. 


Mr. Patrman. I want now to call particular attention to another 
statement which this memorandum contains. The statement is that 
such partial audits as are made of the Office of the Comptroller of the 
Currency by the Treasury’s own internal auditors do not review trans- 
actions from the “standpoint of compliance with legal requirements 
specifically applicable to the functions of the Comptroller of the 

urrency.” 

Now this is an extremely serious matter. 

What is happening in this country is that the Federal banking 
apne y agencies are bringing about more and more monopoly 
in banking. 

The Comptroller of the Currency issues charters for national banks. 
One of the most important things he does is to decide whether or not 
he will grant a charter to people who wish to found a new national 
bank. 

Old banks go out of business from time to time, and this is bound 
to happen over the years, and for a variety of reasons. Furthermore, 
banks merge, and in recent years they have been merging in great 
numbers. The result is, of course, fewer and fewer banks, unless the 
supervisory agencies allow new people to come into the business and 
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establish new banks. And this they do very reluctantly and only 
to an inadequate extent. 

Before these agencies will allow a new bank to open, they make 
elaborate surveys and studies to make sure that the new bank will not 
take any substantial business away from the bank or banks already 
in the area. 

The Comptroller of the Currency has, as I have indicated, life- 
and-death control over the question whether a charter for a new 
national bank will be granted. Likewise, the Federal Deposit In- 
surance Corporation has life-or-death control over the question 
whether a new State bank will be opened. The States are frequently 
willing to grant charters, but as a practical matter even a State bank 
‘annot be started without FDIC insurance. And the FDIC has the 
same attitudes and behaves in the same manner to block new State 
banks as the Comptroller of the Currency does with reference to new 
national banks. As I have pointed out, the Comptroller of the Cur- 
rency is a member of the board of the FDIC. 

Thirty-five years ago there were 30,000 banks in the country. To- 
day there are less than 14,000 banks. In fact, less than 13,500. This 
has happened despite the tremendous growth in the population, in 
business generally and in the volume of banking business that has 
taken place over these past 35 years. 

In the Home Loan Bank Board we find the same attitudes and be- 
havior with reference to groups who want to start new savings and 
loan associations. This board also has life-or-death control, be- 
cause it, too, can grant or refuse to grant deposit insurance. And 
as a practical matter, these associations cannot be formed without 
insurance. 

Banking and related businesses are not, of course, the only areas 
where our people are being denied equality of opportunity. But 
these are important. I feel that the thing all Members of Congress 
should keep uppermost in mind is our traditional national goal of 
equality of opportunity. Then we should consciously, deliberately 
and vigorously pursue those courses which will help to restore equal- 
ity of opportunity to our people. 

In conclusion, Mr. Chairman, I hope this committee will give seri- 
ous consideration to the specific recommendation which I offer at this 
time. This is that H. R. 8332 be amended so as to provide for annual 
audits of the Federal Reserve System and the Office of the Comp- 
troller of the Currency by the General Accounting Office. 

Thank you very much, Mr. Chairman. 

The Cuatrman. Mrs. Harden? 

Mrs. Harpen. No questions, Mr. Chairman. 

The Cuarrman. Mr. Kilgore? 

Mr. Kiteors. No. 

The Cuarrman. Mr. Brown? 

Mr. Brown. I have no particular questions. I came in late, ’m 
sorry. But I had read the gentleman’s statement, although I haven’t 
heard, of course, testimony from any agencies affected except the 
FDIC as to what the situation might be. Personally, at first blush 
I can see no particular objection or reason why we shouldn’t have any 
Government agency, in which government funds are placed, at least 
under the audit of our General Accounting Office, or under some such 
supervision. This situation has been of long duration. I think the 
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ntleman from Texas will agree we have had this matter up at dif- 

erent times in various bills. There may be some criticism of these 
agencies which can be entirely justified. 

The Banking and Currency Committee, of which the witness is one 
of the ranking members, has general legislative authority over most 
of these organizations which have been mentioned here. They are 
under the jurisdiction of that committee, and I am just wondering 
why your committee, Mr. Patman, hasn’t done something about it. 

Mr. Patrman. Well, in 1954——— 

Mr. Brown. Why bring it to this committee rather than to your 
own ? 

Mr. Parman. This is really an auditing problem. It comes strictly 
within the jurisdiction of this committee. 

Mr. Brown. You had the same matter or similar matters up before 
your own committee, didn’t you? 

Mr. Parman. Similar matters, yes. May I complete my state- 
ment? In 1954 I appeared before this committee when Mr. Hoffman 
was chairman, and certain arrangements were then made. We made 
what I considered to be a good case, and Mr. Hoffman made the Fed- 
eral Reserve promise to send their audit reports down to the Banking 
and Currency Committee for review, but when they got to that com- 
mittee, the then chairman didn’t look with favor on “that, and there 
was no review of these audit reports. That is 1954. The audit re- 
ports are made by employees of the Federal Reserve System. Then 
in 1955, I think, this committee attempted to obtain these reports, 
but they were blocked by some legal question. I don’t know what the 
score was, but anyway, the request wasn’t met. The Chairman knows 
more about that than I do. 

The CuHarman. They just refused to do it. 

Mr. Parman. Just refused to do it. Then in 1955—— 

The Cuatrrman. They haven’t gotten around to it yet. 

Mr. Patman. Well, in 1955 we had a resolution for an investigation 
which would have brought all this in. That was defeated by a party 
vote with a few deviations from the Democratic side. 

Mr. Brown. Where was it defeated, in the House or in the com- 
mittee ? 

Mr. Parman. In the House. And then it was defeated again in 
1957. 

Mr. Brown. Let me ask whether or not your own committee, that 
is, your committee on Banking and Currency, which is made up of 
men and women who are more expert on these financial affairs than 
are the membership of this committee, whether or not your own com- 
mittee went ahead with an investigation. 

Mr. Parman. It is possible we will get into—— 

Mr. Brown. They had the authority under the rules to do so. 

Mr. Parman. It is possible we will get into some phase of that, Mr. 
Brown, when testimony I presented on February 7 is known to all 
the members of the committee, I have it here. It is too voluminous 
to put in your record, but it shows some very startling, shocking facts 
about the footloose and fancy-free manner that 

Mr. Brown. That is this year? 

Mr. Parman. Yes. This year. That the Federal Reserve—— 
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Mr. Brown. Now, isn’t it a fact that your own Committee on Bank- 
ing and Currency refused to go ahead with some of these investiga- 
tions which you wanted ? 

Mr. Parman. No. They haven’t refused. The committee—— 

Mr. Brown. In the past session. I am not talking about this year’s 
session. 

Mr. Parman. No. They voted twice to do it but the House didn’t 
sustain it. 

Mr. Brown. The House wouldn’t have to sustain their action to do 
it, 

Mr. Parman. Well, the way it was presented 

Mr. Brown. If I remember correctly, being a member of the Rules 
Committee, you were asking for a special committee which you per- 
sonally were to head. 

Mr. Parman. That is the only way the chairman of the Banking 
and Currency would do it. 

Mr. Brown. In other words, the chairman of your own Banking 
and Currency Committee, your own committee, refused to give you 
the investigation you wanted without a special resolution of the full 
House. 

Mr. Parman. The committee voted unanimously for the investiga- 
tion, but the House 

Mr. Brown. No. They reported out your resolution. 

Mr. Parman. That is right. 

Mr. Brown. But they refused to do it themselves—— 

Mr. Patrman. Twice. 

Mr. Brown. Isn’t that correct? Let us get it right. 

Mr. Parman. The Chairman wouldn’t do it any other way. 

Mr. Brown. The Chairman of your own committee wouldn’t go 
along on the idea you had. He did say if you could get the full House 
to give you a special committee, all right. It didn’t work. For the 
House in its wisdom decided not to. In other words, this has been a 
long running feud, and frankly—and I am sincere, because I know 

Mr. Parman. Don’t call it a feud. There is no feud. 

Mr. Brown. I am not in a position to judge who is right or wrong, 
whether the majority of the Banking and Currency Committee, your 
own committee, or your own chairman, has been right about this or 
whether you are right. Frankly I don’t know, and I wouldn’t want to 
pass judgment on it at this moment. It would take a lot more study 
to reach a decision. I do say you have made a good prima facie case, 
but I have not heard a member of this committee, or a member of the 
House, or from the people affected by it, discuss the matter. I don’t 
know what their answers are. Maybe they have perfect explanations. 
I don’t know. Maybe they don’t have any defense. Maybe we ought 
to hang them all. I don’t know. But it is pretty hard for us to pass 
judgment on something that your own committee has failed or refused 
to pass judgment upon. 

Mr. Parman. I am not asking that the hearings be cut off. I hope 
you heard all of them and I am sure you will. The Federal Reserve 
and the Comptroller of the Currency, I am certain, are anxious for 
this committee to go into it fully. 

Mr. Brown. That is all, Mr. Chairman. 
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The Cuarman. Mr. Fascell? 

Mr. Fascrtu. I don’t have any questions, Mr. Chairman. 

The Chairman. Thank you very much, Mr. Patman. 

Mr. Patrman. I assure you there is no feuding in this. I have no 
personal ax to grind and I make no charges of corruption against 
any of the individuals in the system. I simply point out that the 
system is handled in a way that is not in the public interest. At least 
I believe it is not in the public interest. 

Thank you. 

The Cuarrman. I think Congress should look into any organization 
that it is responsible for. 

Our next witness—we will hear again from Mr. Tootell, the Gov- 
ernor of the Farm Credit Administration. 


FURTHER STATEMENT OF R. B. TOOTELL, GOVERNOR, FARM 
CREDIT ADMINISTRATION ; ACCOMPANIED BY JOHN C. BAGWELL, 
GENERAL COUNSEL, FARM CREDIT ADMINISTRATION 


Mr. Toorett. Thank you, Mr. Chairman and members of the sub- 
committee. We are glad to have the opportunity to be back here 
before your committee. 

There are 3 or 4 matters which should be submitted for the record 
in the interest of clarity and in the interest of accuracy. 

The first one of these has to do with the comparative investment of 
the Government in the Bank for Cooperatives and in certain other 
Government corporations. 

I would like to have our General Counsel, Mr. Bagwell, make a 
statement for the record on this comparison. 


STATEMENT OF JOHN C. BAGWELL, GENERAL COUNSEL, FARM 
CREDIT ADMINISTRATION 


Mr. Baewewti. Mr. Chairman, may I refer to a statement which Mr. 
Finan made last Tuesday when testifying before the committee. On 
page 1 of his testimony, he said this: 


The Government can well be charged with being penny wise and pound foolish 
when it reviews annually the budget program of such agencies as the Virgin 
Islands Corporation, Federal Crop Insurance Corporation, and the Federal Prison 
Industries Corporation but waives review of the Banks for Cooperatives merely 
because a small fraction of their capital stock is privately owned, The Federal 
investment in the Bank for Cooperatives is more than 5 times that in the other 
3 corporations put together. 

I was somewhat surprised at that statement, Mr. Chairman, because 
I was attorney for the Federal Crop Insurance Corporation for a 
number of years and I know the great amount of money that the 
Federal Government has invested in that corporation. 

To date, the Government has invested in stock of the Federal Crop 
Insurance Corporation to the extent of $113 million. Seventy-three 
million dollars of that stock has been cancelled by an act of Congress 
passed in August 1949, which was Public Law 268 of the 81st Congress. 

The Government has also invested, in a sense, an additional $117 
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million in that corporation. There has been appropriated from the 
Treasury that amount of money for operating and administrative 
expenses of the Corporation for the fiscal years 1939 through 1957. 

his information, Mr. Chairman, is contained for the most part in 
the report on audit of the Federal Crop Insurance Corporation, De- 
partment of Agriculture, for the fiscal year ended June 30, 1956. This 
audit report is before your committee, as you know, Mr. Henderson, 
and I imagine you have a more recent one for the fiscal year 1957. 

The information is in the 1956 report, except for later information 
which I obtained in regard to the administrative expense funds appro- 
priated for 1 year beyond the years covered by the audit report 1 have 
in my hand. 

The Federal Government has invested a total of approximately $230 
million in the Federal Crop Insurance Corporation to date. 

The peak investment of the Federal Government in the 13 banks 
for cooperatives was about $178 million. At the present time, that 
amount has been reduced to about $141 million. 

So, you see, the Government has put much more or into the 
Federal Crop Insurance Corporation than it has invested in all of 
the banks for cooperatives put together; and, mind you, the money in 
the 13 banks for cooperatives is still there and is being returned. The 
Government money that went into the Federal Crop Insurance Cor- 
poration, is, for the most part, gone. 

I am not saying this in derrogation of the very fine program that 
the Federal Crop Insurance Corporation has carried out over the 
many years of its operation, but I simply thought that the record 
ought to be straight in regard to this matter. 

Mr. Dawson. Thank you. 

Mr. Tooretn. Mr. Chairman, another item that we would like to 
clarify has to do with the administrative expense budgets of the Fed- 
eral intermediate credit banks. On 3 or 4 occasions, in the course of 
the testimony last week before this committee, statements were made 
that the administrative expense budgets of the intermediate credit 
banks had never been reduced or cut by the Bureau of the Budget dur- 
ing the period from 1947 to date, that the Bureau of the Budget has 
had a responsibility for passing on these budgets or reviewing them. 

I was asked about this matter at the hearing Thursday afternoon 
and stated that this was not correct, that, in fact, there had been a 
number of occasions on which the Bureau of the Budget had reduced 
the expense budget requests of the intermediate credit banks, I volun- 
teered at that time that I would submit for the record the facts on 
this, and I have here a statement..which I would like to submit for the 
record. 
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(The statement referred to is as follows :) 


Administrative expense budgets, Federal intermediate credit banks and 
production credit corporations 
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Mr. Toorexu. If you will note, on that table, there are four columns. 
The first indicates the years and not only the intermediate credit 
banks but the production credit corporations. That is what the “PCC” 
stands for. 

The reason we have included those is because on January 1, 1957, 
under provisions of the Farm Credit Act of 1956, the production 
credit corporations were merged into the Federal iMertnisdints credit 
banks and the credit banks assumed the responsibilities for super- 
vision of the production credit associations and for rendering certain 
services to them which previously the Federal intermediate credit 
banks had done. Because of these related activities, we felt that it was 
desirable to indicate what had happened to these administrative ex- 
pense budgets of the production credit corporations, as well as the 
intermediate credit banks. 

You will note that in this period of 12 years for which these budg- 
ets were submitted, 1947 to 1958, inclusive, that in 7 of these 12 years 
there were cuts made by the Bureau of the Budget. 

I have here a brief written statement which explains a little further 
the details of these items, though I think, Mr. Chairman, it is hardly 
necessary to submit that for the record. 

I might just say that these cutbacks in the operating budgets of 
both the intermediate credit banks and the production credit corpora- 
tions placed them in a position of uncertainty and had no reference 
to the job which those banks had to do for the years for which the 
funds were budgeted. Even though they were faced with an in- 
creased volume of-business, increased credit problems as a result of 
droughts, and other problems in agriculture, they, nevertheless, had 
no recourse but to operate under the reduced budgets. 

The only way that this could be done was to reduce personnel, and 
in those years there were dropped from the payrolls of these banks 
and the corporations certain capable and well-trained people who were 
needed. 
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This uncertainty of what the budget would be, made out 18 months 
before its effective date, also had the effect of making it very difficult 
for these banks to fill vacancies with the kind of people that were 
needed to perform a constructive service for American farmers and 
ranches. 

Mr. Dawson. You state you have a statement that will explain 
some of the changes here? 

Mr. Tooretx. I do have a statement which will explain this, if the 
committee feels that it would be desirable to have it. 

Mr. Dawson. It can be included with your statement. 

Mr. Toore.y. All right. I shall be glad to submit it then for the 
record. 

(The statement referred to is as follows:) 


NOTES ON EXPERIENCE OF THE FEDERAL INTERMEDIATE CREDIT BANKS UNDER THE 
Bupcet PROVISIONS OF THE GOVERNMENT CORPORATION CONTROL ACT 


1. For each of the 7 fiscal years from 1949 through 1955, the Bureau of the 
Budget required reductions to be made in the administrative expense estimates 
of the credit banks (as well as the production credit corporations) to be sub- 
mitted to the Congress. These reductions were after the original estimates 
were approved by the respective boards of directors of the banks, and were rec- 
ommended by the Farm Credit Administration. 

2. Such reductions were in lump sums, with no advice as to the items re- 
garded as excessive and in need of reduction. 

3. Since salary cost and travel expense usually represented from 75 to 80 
percent of total administrative expenses, and other costs such as rent, com- 
munication expense, supplies, and essential equipment could not be reduced sub- 
stantially, it followed that the banks were forced to operate with reduced 
personnel and to curtail much-needed travel, including that needed to make 
examinations of financial institutions borrowing from the banks. 

To effect personal service cost reductions the banks terminated some highly 
trained, valuable employees whose services were needed. Vacancies in key posi- 
tions could not be filled because of uncertainty as to the amount that would be 
allowed to cover expenses for the ensuing year. These circumstances placed a 
heavy strain upon employee morale, and created difficult operating problems for 
those responsible for the management of the banks. 

4. Section 102 of the Government Corporation Control Act provides that “The 
budget program shall be a business-type budget, or plan of operations, with due 
allowance given to the need for flexibility, including provision for emergencies 
and contingencies, in order that the Corporation may properly carry out its 
activities as authorized by law.” 

In practice there has been little or no flexibility in the matter of limitations 
upon administrative expenses. On a few occasions the banks were permitted, 
late in the fiscal year, to submit supplementary budget estimates to cover a part 
of the cost of salary increases comparable to those granted by law to employees 
in the classified civil service of the United States. 

5. We believe it is the intent of the Congress that the Federal intermediate 
credit banks shall make their credit facilities available to all qualified financing 
institutions desiring such credit and offering eligible and acceptable agricultural 
paper to the banks for discount. The demand for credit is governed by condi- 
tions beyond the control of the banks. To be able to meet the credit demands 
made upon them, on a sound and effective business basis, the banks must be in 
a position to incur the necessary operating expenses. 

Even when increasing demands become evident, the banks cannot plan their 
operations effectively so long as they are faced with uncertainty as to the amount 
that may be made available to them (out of their income) to meet operating costs. 


Mr. Tooreiit. Mr. Chairman, there was 1 other item that was re- 
ferred to on at least 2 occasions in connection with the testimony that 


we believe needs to be cleared up; and this has to do with the earnings 
of the Federal intermediate credit banks. 
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I have here a table which we would like to have submitted for the 
record, and I shall comment with regard to it. 
(The table referred to is as follows :) 


Federal intermediate credit banks—Selected data on earnings 


Range of cost of 9 
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16 months. 


Condensed summary of earnings, organization in 1923 to Dec. 31, 1956 
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Sn cl 60, 139, 852 


Mr. Tooreiy. On at least two occasions it was stated that the Fed- 
eral intermediate credit banks operated at a loss for fiscal year 1956. 
Now, if you will look at column 2 of the table, you will see that, 
actually, the total net earnings of the 12 intermediate credit banks for 
fiscal 1956 were $510,733, and that there were no years in which the 
total net earnings of the intermediate credit banks were in the red. 

As we move over to columns 3 and 4, we get into an accounting pro- 
cedure which the credit banks have voluntarily followed for many 
years, that is, of separating their total net earnings into two categories ; 
those derived from investments, indicated in column 3, and then net 
gain or loss from loan operations. 

The figures on that income indicated in column 3 are practically all 
income from investment in United States securities which the credit 
banks have made. 

The item of “Other income” there would be recoveries on items which 
previously had been charged off and would be a very insignificant item 
but, for the sake of accuracy, we showed that there was something 
more than just investment from other income involved in column 3. 

Now we move on to column 4 and we see that there was in the year 
1956 a loss, a net loss from loan operations. It was a loss of a little 
more than a million dollars. 

We look on down into fiscal 1957, which is broken, by the way, 
into two 6-month periods because it involved the merger of the credit 
banks and the corporations. We add those 2 items and we find that, 
actually, the loan operations loss of the intermediate credit banks for 
fiscal 1957 was $1,589,178. 
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Columns 5, 6, and 7 are simply on there for the information of the 
committee and others who might be interested in analyzing this situa- 
tion. Those columns reveal very wide fluctuations in the average cost 
of money as reflected in the interest rate which the intermediate credit 
banks were required to pay on their 9-month debentures. 

I believe it is quite significant that for the year 1956, for instance, 
the average cost of debentures was only 1.53 percent, while the high 
on there as estimated for 1958 which we believe would be quite accur- 
ate, is an average cost of 4.2. 

I would like to call your attention also to the last line in that table 
which estimates that the total net earnings of the intermediate credit 
banks for fiscal 1958 will be $3,100,000. We believe that is a conserva- 
tive estimate. It will come about because of the change in the direction 
of interest rates which started in November and assumes that that 
direction will continue for the rest of fiscal 1958. 

During a period when money costs are declining, institutions like 
the intermediate credit banks which get their funds in the market and 
do a discount business are placed in a position where it is rather easy 
to make a loan operating profit and, of course, that is the intention of 
the intermediate credit banks and those responsible for their operation. 

It has been the history of the intermediate credit banks that they 
have made rather substantial profits in terms of net operating income. 
Over their 35 years of operation, they have loaned something more 
than $30 billion through the process of discounting notes and mort- 
gages of farmers and ranchers; and in those 35 years they have built 
up rather substantial surplus reserves. 

There has been no year, at least to my knowledge, and if there is 
any year-in which they have operated at an overall loss, it would go 
way back into the early thirties or the twenties. I believe there is 
no year in which they had an overall loss. 

But their net earnings do fluctuate rather widely from year to year 
because of two things: (1) Because of the wide fluctuations in the 
money market; and (2) their desire in cooperation with the produc- 
tion credit associations and the private financing institutions that dis- 
count with the intermediate credit banks, to try to ease the problem 
of wide fluctuations in interest rates that are charged farmers and 
ranchers and during periods when costs of money are rising rapidly, 
to absorb some of those costs and then to recoup during a period like 
we are in right now when the cost of money is going down. 

Now it is the policy of the Federal Farm Credit Board and of the 
district boards of directors who have responsibility for establishing 
the immediate policy for the individual intermediate credit banks to 
have interest rates or discount rates to the intermediate credit banks 
as nearly as possibly each year cover the operating costs plus the cost 
of money that the credit bank borrows. But it also is the policy to 
have some flexibility in this thing. 

You will recall that there are two ways in which the Government 
capital in the intermediate credit banks is being retired: (1) Through 
these specific payments of something like $414 million a year for each 
of 3 years. Two of those payments having already been made by the 
production credit associations and a third one to be made before next 
January 1. 

The other way in which the Government capital in the intermediate 
credit banks is to be retired is out of the earnings of credit banks. 
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Now there has been some inference that the intermediate credit 
banks were under a definite obligation to operate each year in such 
a manner that substantial additional amounts of Government capital 
might be retired. 

I should like to cite for the committee the fact that that is not the 
policy of the Farm Credit. Administration. It was not the policy 
which was explained to the Congress, to the committees of the Con- 
gress when the Farm Credit Act of 1956 was up for consideration. 
At that time, this flexible feature in the act which would permit the 
amount of repayment of Government capital to vary from year tc 
year, depending upon cost of money and depending upon income of 
farmers and the general agricultural situation, was repeatedly pre- 
sented before both committees. The history of this legislation, the 
act of 1956, specifically in a number of instances cites the fact that 
that was the intention, and there was never any question raised about 
it. In fact, that was held up as being one of the important strengths 
of that act. 

For that reason, we believe that a flexible policy tempered by judg- 
ment and circumstances rather than having a rigid formula or under- 

taking to do this thing by rules in the book was the intent of C ongress 
when it passed the Farm Credit Act of 1956 and is the type of opera- 
tion in connection with this repayment of capital and the earnings of 
the credit bank which is in keeping with the needs of agriculture. 

Thank you, Mr. Chairman. 

Mr. Dawson. Mr. Brown. 

Mr. Brown. Just one question: As I understand it, you have no 
Federal funds at the present time; is that right? 

Mr. Toorrety. No lending funds, Congressman. The Federal inter- 
mediate credit banks obtain their lending funds by selling their own 
debentures in the market. 

Mr. Brown. That is what I mean. In other words, you do not get 
any money out of the Tre: asury. 

Mr. Toorett. We do not get any loan funds out of the Treasury. 
There is a substantial amount of governmental capital still in the 
credit banks. 

Mr. Brown. How much is that? 

Mr. Toorett. It is about $78 million with payments that hi ave been 

made—right around $78 million. 

Mr. Brown. Have you been reducing that ? 

Mr. Tooretn. No provision was made for that being reduced until 
the act of 1956 went into effect, January 1, 1957. 

The credit banks operated for 34 years without any provision for 
retirement of Government capital as was done with the land banks. 

Mr. Brown. Do you pay interest on that Government capital ? 

Mr. Tooreiu. No, sir. 

Mr. Brown. But you take your profit—you have been taking your 
profit and investing it in Government securities and having the very 
same Treasury pay you interest on those bonds? 

Mr. Tooret.. Well, the Treasury, of course, does pay interest on any 
Government obligation. 

Mr. Brown. I understand that. I also understand, if I understand 
you correctly, that you have $78 million upon which you pay no re- 
turn, of Federal money invested as capital in your organization, and 
then instead of paying that off, simply because Congress—perh: aps 
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Congress is responsible because Congress didn’t provide for it—in- 
stead of paying that off or paying any interest on that investment, you 
turn around and take the money that you have made and invest it in 
other Government securities, to wit, perhaps the same bonds that the 
Government had to issue in order to get the $78 million to invest in 
your capital structure. They pay interest on that and you don’t pay 
the Government any interest. 

Now don’t you think that the proper and the fair and the just and the 
right and the moral thing would be to retire that Federal money as 
fast as you could and pay it off instead of using those earnings to pay 
off that Federal capital investment rather than to invest it in Govern- 
ment bonds—get it from the Government on the one hand without 
paying interest and then turn around, on the other hand, and take 
the profit off that investment and buy bonds and making the same 
Government pay interest on those bonds? 

Mr. Toorett. Mr. Brown, I don’t believe there is anyone in the 
farm credit system that would disagree with your view on that. 

Mr. Brown. I am sure the American taxpayer wouldn’t disagree. 

Mr. Toore.n. I am quite sure of that also. I would just like to 
make this amendatory statement with regard to it: While the credit 
banks do not pay any interest as such on that investment, they do pay 
a franchise tax. 

Mr. Brown. What is your franchise tax ? 

Mr. Tooret.. It is 25 percent of net earnings after certain deduc- 
tions. First there is a 25 percent reserve for losses that is set out 
and then-—— 

Mr. Brown. What does that amount to on the year, the average, 
last year ? 

Mr. Toorreii. Well, last year it would have been quite small because 
of the—let’s see. It would have been only $125,000 roughly $125,000, 
I believe, last year. 

Now this year, fiscal 1958, on the basis of our estimate for 1958 of 
$3,100,000, sir, of net earnings, the reserve that we would set aside 
would be about $775,000, and the franchise tax would be about 
$580,000. 

Mr. Brown. That would go into the Treasury ? 

Mr. Tooreii. That goes into the Treasury. 

Mr. Brown. Now, don’t you think it would be a better system, 
more fair system, both to the people that are interested in this pro- 
gram and use it, as well as to the Treasury and the general taxpaying 
public if as rapidly as possible you retired this Federal investment in 
the capital stock ? 

Mr. Tooreti. Mr. Brown, I would say as rapidly as feasible. 

Mr. Brown. Thirty-eight years is a long time. If I had somebody 
owing me 38 years without paying any capital back, I would be 
worried. 

Mr. Toorei.. We feel we are not at all responsible for the fact 

Mr. Brown. All right. Congress is responsible. We are respon- 
sible for a lot of that. 

Mr. Tooreit. A year and a half ago, the farm credit people did 
themselves ask for a change in the law which would make possible 
what the land banks have done. We just regret that the program 
wasn’t undertaken years earlier. 
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Mr. Brown. I have been fortunate enough that I haven’t had to use 
your institution. I know a lot of Congressmen have. It seems to 
me the quicker we can get this under private control—the farmers 
themselves—and operate it under somewhat the same basis that land 
banks have been operated on—— 

Mr. Tooreii. That is our objective. 

Mr. Brown. Under the new law I understand that is the direction in 
which you are working, is that correct ¢ 

Mr. Toorety. Very definitely, sir, it is. 

Mr. Brown. And you think you will make substantial amounts 
in the future on this debt ? 

Mr. Tooretz. Yes, sir, I do. 

Mr. Brown. That is commendable and encouraging. 

That is all. 

Mr. Dawson. Mr. Fascell. 

Mr. Fascetx. The point is right now, even though you have capital- 
ization, you have no desire to come under the Government provisions 
of the act or the auditing provisions, 3s that correct ? 

Mr. Toorei.. No, that isn’t accurate, sir. 

We are under the budget provisions and the auditing provisions, 
both. The way the law reads, we would continue to be under the audit- 
ing provisions until the last dollar of Government capital is retired. 
We would be under the budget provisions, however, only through 
December 31 of this year, and then when that third Jump-sum payment 
is made in the retirement of Government capital, at that time, the 
intermediate credit banks would be relieved of budget control. 

Mr. Fascetn. You are restating now the 1956 act? 

Mr. Tooreti. That is correct, sir. 

Mr. Fasceti. That is all. Thank you. 

Mr. Henperson. Just one question along the line of Mr. Brown’s: 

What was the theory behind the provision of the act that the pro- 
duction credit association would only buy 15 percent of the stock? 
Why shouldn’t the production credit associations buy all of the stock 
over a long period of time? 

Mr. Tooreti. The production credit associations will buy all of the 
stock over a long period of time. In fact, they are the only ones who 
under the act of 1956 are authorized to buy stock and to retire Gov- 
ernment capital. 

Mr. Henperson. And is there a timetable for that ? 

Mr. Tooretx. The only rigid timetable was in the matter of the 
15 percent subscription, and that was the provision that the production 
credit associations would subscribe and agree to buy 15 percent of 
the capital, 5 percent by January 1, 1957, 5 percent by January 1, 1958, 
and the third 5 percent by January 1, 1959, after which their payments 
into the intermediate credit bank would be from the earnings of the 
credit bank 

Mr. Henverson. I understand that. 

Mr. Toorreti. Because the PCA’s are the major borrowers. They 
do about 90 to 95 percent of the business with the credit banks. 

Mr. Henperson. Now what was the theory of that cutoff at January 
1, 1959? Why couldn’t they buy 5 percent, say, each year until they 
retired ? 

Mr. Tooreiy. Well, it might break the production credit associations 
to do it. 
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This 5 percent which they subscribed each year, you see, had to come 
either out of current earnings or out of reserves. Actually, of course, 
it had to come largely out of reserves because their current earnings 
without charging farmers exorbitant rates wouldn’t be high enough 
to do it. 

Now after January 1, 1959, we know that the credit banks on an 
average over a period of years are going to have substantial earnings 
which will be made in very large part, almost totally by the business 
they-do with production credit association, and it will be out of those 
earnings, net earnings, evidenced by patronage stock certificates which 
are issued to the production credit associations, that they will be buy- 
ing the credit banks and a like amount of Government capital will 
be retired from the credit banks. 

Mr. Henperson. Now just one other question: What is the differ- 
ence between the Farmers’ Home Administration, which is not a 
Government corporation, and the banks, the credit system operated 
by the Farm Credit Administration ¢ 

Mr. Tooreti. Well, Mr. Henderson, I am glad to undertake to 
explain that. 

The cooperative farm credit system is set up on a self-help basis. 
The basic theory was that the Federal Government at the outset would 
more or less go in partnership with the farmers and establish a credit 
system, the Government to provide most or all of the initial capital, 
and then as this system developed and progressed and became strong, 
it would retire Government capital and have a wholly borrower-owned 
system. 

Now, in order to have that kind of a system, and to keep it on a 
erpetual basis, that system has to be sound in its lending operations. 
t has to make loans only if it believes those loans can and will be 

repaid. 

Our cooperative credit institutions, we believe, go further in making 
loans to their members than privately capitalized credit agencies ordi- 
narily go. We believe that we make more loans to smaller farmers. 
We make more unprofitable loans, though safe loans, than folks who 
might be called our competitors. 

Now the Farmers’ Home Administration, on the other hand, is a 
Federal agency, not a corporation, but a Federal agency, which has 
somewhat of a different mission. Its purpose from the beginning 
was stated to be that of making high risk loans to farmers. Loans 
that involve risks which commercial banks, commercial sources of 
credit and the cooperative credit system could not take. That it 
would primarily lend Government funds, although the insured mort- 
gage features has come into the picture since that time, but the effect 
of it is the same. The Government stands any losses which are 
incurred. 

Another important difference: The Government, through appropri- 
ations of Congress each year, stands the administrative cost of that 
system, while in the cooperative farm credit system, even for the 
supervisory agency here in Washington, the Farm Credit Admin- 
istration, you see, its expenses come from assessments on the district 
banks; so that the system is self-supporting except, so long as it still 
has Government capital that it doesn’t pay interest on, there is a con- 
tinuing Government subsidy which we hope to have out soon. . 
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But, going back again to the Farmers’ Home Administration, the 
theory was that through rather close supervision which admittedly 
would increase the administrative costs above what private lenders 
could give, loans might with reasonable safety be made to people 
with small equities, and particularly smaller farmers. ; 

That is my understanding of the difference between the mission of 
the Farmers’ Home Administration and its predecessor institutions 
and the cooperative farm credit banks and associations. 

Mr. Henperson. Governor, how do you answer the argument, 
which I am sure you know is frequently made, that the farm credit 
system is not one in which the Government ae people who need 
help? The people who utilize the services of the Farm Credit Admin- 
istration don’t really need that help; they can do it, for themselves, it 
is said. 

Mr. Tooreti. My best answer to that, of course, is to talk with 
people who have used services of the farm credit banks and associa- 
tions over a period of years. A high percentage of them will tell 
you that they have had the experience of not being able to get credit, 
or suitable credit, at times in the past from the old orthodox sources, 
and that they did find a credit home with farm credit associations 
and have been taken care of. 

Certainly, we saw that illustrated abundantly in the last 2 years in 
the tight-money situation. In the past, in situations of tight money, 
as we have had the past 2 years, farmers have been on the short end 
of it; even farmers with a good equity situation have had difficulty 
getting the credit that was needed, because agriculture has to compete 
with industry and commerce for available loan funds. 

But that wasn’t the case in the last 2 years, and we feel that the 
reason it wasn’t is primarily because of the very effective functioning 
of the cooperative farm credit system. We made more loans in each 
of the last 2 years than we had at any other time in the history of the 
system. We picked up some of the slack that occurred when com- 
mercial banks, loaned up tight and faced with more profitable alter- 
native investments, backed away from some of the agricultural lend- 
ing they had been doing. 

Mr. Fascetx. Is a nonbankable finding a prerequisite to an FCC 
loan ? 

Mr. Tooretu. It is not, sir. 

Mr. Fascetz. By regulation or law, it is not? 

Mr. Tooreii. By none of those things. If it were, we would be 
placed in the position, I am sure, where our banks would be solvent 
enterprises for only a limited period of time. 

Mr. Fascein. You mean by that, therefore, that you have to get in 
and fight for the cream of the money market in order to make your 
operation go? 

Mr. Tooretzi. Well, we have to get our share of sound business. 

Mr. Fasceti. You have to get your share of straight, good banking 
business ¢ 

Mr. Toorety. Yes. We will call it banking business. 

Mr. Fascett. That is what it is. 

Mr. Toorett. Commercial banks are set up, primarily, to render 
service to other than agriculture. 

Mr. Fascexx. I follow you. 
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Mr. Tooreri. But some of them do a splendid job of agricultural 
lending and most of them are our friends. Most of them have a very 
high regard for our land banks, our intermediate credit banks, and 
our production credit associations, even though they are, to some ex- 
tent, in competition. 

Mr. Fascertxi. Well, banks brought it upon themselves. That is one 
way to look at it. 

Mr. Tooreti. Yes. 

Mr. Fasceiu. If they were doing the job the people needed, we 
would have no Government corporations doing anything. 

I don’t have any further questions, Mr. Chairman. 

Mr. Dawson. Thank you very much. 

Mr. Finan, Bureau of the Budget. You started us off, and you will 
end us up. 


STATEMENT OF WILLIAM F. FINAN, ASSISTANT DIRECTOR FOR 
MANAGEMENT AND ORGANIZATION, BUREAU OF THE BUDGET 


Mr. Finan. Mr. Chairman, I would like to make my concluding 
observations here very brief. 

To put it simply, as we see it the issue that has been laid before this 
committee is whether instrumentalities of the Government which 
exist only by reason of acts of Congress should be required to lay 
their programs before the Congress once a year in advance of their 
execution in order that the Congress may take whatever action seems 
to be warranted, instead of creating a situation or perpetuating a 
situation in which the only knowledge that the Congress has of the 
operation: of these instrumentalities is on the ex post factor basis of 
audit reports which, under the best of circumstances, are only avail- 
able to you about a year after the close of the fiscal year they cover. 

The Severin Corporation Control Act in its policy statement 
places the entire stress on congressional review and control. You will 
not find the Bureau of the Budget mentioned there. 

Now, there have been a number of comments about the activities of 
the Bureau of the Budget in connection with the review of the budgets 
of these and other agencies. I can only say, to begin with, that the 
agencies which have been under budget review and which are sched- 
uled to be removed have not only survived the annual scrutiny of 
the Budget Bureau, but they seem to have thrived under it. 

Moreover, in the last analysis, whatever the Budget Bureau may 
do or may propose to do in connection with a given agency budget 
is always subject to the final review of the Congress. ‘To the extent 
that we may have proposed adjustments in agency budgets in the past, 
the extent to which those proposals varied from the initial proposal 
of the agency was information which was always readily available to 
the Appropriation Committee in question. All that was necessary was 
to ask the question. 

I might also add—and I must stress—that our work in connection 
with all budgets is strictly on behalf of the Presdient. We have no 
independent power other than the President’s authority, any more 
than we have any powers which are independent of the Congress. 
Those are my closing remarks, Mr. Chairman. 
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Mr. Dawson. You heard the testimony this morning relative to 
the Federal Reserve System. Have you any comment to make upon 
it, including this bill ? 

"Mr. Frvan. Mr. Chairman, the bill that we have before us, as you 
know, is to amend the Government Corporation Control Act. It is an 
act which deals solely with Government corporations. The other 
agencies which were referred to this morning are not Government 
corporations. 

Mr. Dawson. Mr. Fascell. 

Mr. Fasce.u. In other words, what you are saying is that it takes 
separate legislation, and you are not commenting on that? 

fr. Finan. Exactly. 

Mr. Fascetz. Well, there is no point in asking you whether or not 
sauce for the goose is sauce for the gander ? 

Mr. Frnan. No, nor perhaps whether we are talking about geese 
and ganders. 

Mr. Fascetu. Let me see if I got, specifically, the one question that 
is raised, and that is with respect to the 1956 Farm Production Act, 
or whatever the title of that is. 

Mr. Frnan. Farm Credit Act. 

Mr. Fascuru. Farm Credit Act. Is it your position that you are 
advocating a change in that act by the passage of this bill ? 

Mr. Fran. Yes, sir. Only the particular features involved here. 
There are a number of others which are not subject to this. 

Mr. Dawson. Those are features they are proud of that are not 
subject to. They said it is a commitment made. They regard is as 
a commitment under terms of which they would not come under your 
bill and are accusing the Congress now of going back on their com- 
mitment to them. 

Mr. Frnan. There was no commitment, as you know, Mr. Chairman, 
— the anaes of the President or the Budget Bureau, for that matter. 

Jawson. It just happens they have to come back to the Con- 
—- ‘to get it, and they just say we are breaking faith with them un- 
der the 1956 act. 

Mr. Fascetu. I think the proper question would be whether or not 
there is an exclusion by virtue of the 1956 act. We would have to 
review the propriety of that exclusion which was passed by our col- 
leagues and ourselves in 1956. 

Mr. Dawson. That is what they don’t want to do. 

Mr. Fascetu. I understand. 

Mr. Frnan. Perhaps it is a fortunate thing that no Congress can 
bind subsequent Congresses, Mr. Chairman. 

Mr. Henperson. You are not ready at this time to comment on the 
other amendments set forth in the proposal ? 

Mr. Finan. We will have a letter of comment on that available to 
you probably by tomorrow. 

Mr. Dawson. Thank you very much, Mr. Finan. 

Mr. Frnan. Thank you, Mr. Chairman. 

Mr. Dawson. Sorry you had to wait so long. 

Mr. Finan. It is quite all right, sir. 
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Mr. Dawson. We have a letter here from Mr. Jack Brooks which 
we will introduce into the record—Congressman Jack Brooks. 
(The letter referred to is as follows :) 


STATEMENT OF HON. JACK BROOKS, A REPRESENTATIVE IN CONGRESS FROM THE 
STATE OF TEXAS 


Mr. Chairman, I would like to express my appreciation to you and your fine 
subcommittee for allowing me the opportunity to be here today and to express 
my gratitude for the serious study you are devoting to the legislation proposed 
in H. R. 8332. 

I would like to take this opportunity to present statements by Mr. W. D. Part- 
low, president, and Mr. Jack Langston, secretary-treasurer, of the Beaumont 
(Tex.) Production Credit Association concerning their opposition to the bill. 

I know that the subcommittee will give their fullest consideration to the con- 
tention of these gentlemen that this proposed legislation would, in effect, repeal 
sections 201 (a) and 202 (a) of the Farm Credit Act of 1956. These sections, 
as you know, exempt the Federal intermediate credit banks from the budget 
provisions of the Government Control Act at such time as the production credit 
associations will own 15 percent of the capital stock of the banks. 

As a member of the Jasper (Tex.) Production Credit Association, I have seen 
firsthand the beneficial assistance this program has given the farmers who are 
the backbone of east Texas agriculture in my area and I am sure the subcom- 
mittee members will agree with me that this program has proved to be a work- 
able and practical one. 

In my discussions with other production credit association members during 
the past fall, I found they felt the proposed legislation under consideration is 
contrary to the stated policy of the Farm Credit Act of 1953. That policy is, we 
understand, to increase borrower participation in the management and control 
of farm credit banks and they believe that passage of H. R. 8332 would result 
in greater control over the banks, constituting a deterrent to retirement of Govy- 
ernment capital. 

At this point in the record, I would like to submit these statements by Mr. 
Partlow and Mr. Langston for the further study of the subcommittee: 

“The Farm Credit Act of 1956 provides that all Federal intermediate credit 
banks will be removed from the Government Corporation Control Act on Jan- 
uary 1, 1959, at which time the production credit associations will have com- 
pleted paying for their stock subscriptions in these banks. Our local association 
subscribed to approximately $44,000 of stock in the bank, and we have paid in a 
little less than $29,000. Our final payment will be due at the end of this year. 
These subscriptions were made with the understanding that we would gain com- 
plete control of our Federal intermediate credit banks upon the final payment. 
H. R. 8332 nullifies this provision of the Farm Credit Act of 1956, and provides 
that the Federal intermediate credit banks will continue to operate under the 
Bureau of Budget. We feel that efficient operation of the bank can best be ob- 
tained through the local seven-man board, which is made up of some of the best 
agricultural leaders in our State. The bank operates from its own income, 
which is interest paid in by production credit associations and nine inde- 
pendent finance companies. We are emphatic in our dislike of having to go to 
Washington to the Bureau of Budget for approval to spend money paid in by the 
farmers and cattlemen of our State. We believe our local boards are in a bet- 
ter position to control expenditures. 

“We feel that H. R. 8332 would be a great handicap in retiring the remain- 
ing Government capital in the bank, and in view of your past record, we feel 
that we can count en you to give us your help in this important matter in de- 
feating H. R. 8332”—W. D. Partlow. 

“Respectfully request your help in defeating H. R. 8332 on which hearings 
begin February 13. Farm Credit Act, 1956, promised farmer control when we 
acquired 15 percent of stock in Federal intermediate credit bank. We sub- 
scribed to $43,835 stock and have paid in $28,960. Final payment due December 
31 this year when bank is to come out from under Government Corporation 
Control Act and Bureau of Budget. H. R. 8332 provides that bank shall remain 
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under Bureau of Budget even after our subscription is paid in full. Bank is 
operating on income paid by farmers and without assistance from Government. 
Efficient operation best obtained through local board and not by operating under 
Bureau of Budget. You are urged to keep faith with the farmers by using your 
influence to defeat H. R. 8332 and allow us to acquire ownership of bank as 
provided for in Farm Credit Act of 1956”—Jack Langston. 

Thank you very much, Mr. Chairman, for the opportunity to discuss this legis- 
lation with you today. 


Mr. Dawson. Well, the hearing will stand adjourned and we will 
have an executive session to determine what we will do with this 
legislation later on. 

Whereupon, at 12 noon, the subcomittee was adjourned. ) 
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APPENDIX 1A 


LETTER OF TRANSMITTAL FROM THE BUREAU OF THE BUDGET 


EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., June 20, 1957. 
Hon. SAM RAYBURN, 
Speaker of the House of Representatives, 
Washington, D.C. 


My Dear Mr. Speaker: There is forwarded herewith a draft of legislation to 
amend the Government Corporation Control Act, as amended, together with a 
section-by-section analysis thereof. 

This proposal is designed to carry out the President’s recommendation in his 
1958 budget message that the Government Corporation Control Act be amended 
“to provide for budget and audit control over Government corporations which 
are authorized, directly or indirectly, to obtain or utilize Federal funds.” 

The distinction now made by the Government Corporation Control Act be- 
tween wholly owned and mixed-ownership Government corporations has not 
provided a satisfactory criterion for determining the need for and nature of 
Presidential and congressional supervision. Private ownership of a percentage, 
often nominal, of the capital stock of a Government corporation does not in 
itself after the responsibilities of the President and Congress or serve to reduce 
the actual-or potential burden on the Federal Treasury. The Government’s 
financial stake in most of the mixed-ownership corporations is far greater than 
that in many of the wholly owned corporations. The proposed legislation pro- 
vides, therefore, that the test for maintaining budget review, as well as the an- 
nual audit by the General Accounting Office and the controls exercised by the 
Secretary of the Treasury, shall be based not on private ownership of capital 
stock, but on the use of Federal funds and the financial responsibilities assumed 
by the United States Government. 

The purpose of the proposed legislation is, therefore, fully consistent with the 
declared policy of the Congress, as stated in section 2 of the Government Corpo- 
ration Control Act, “to bring Government corporations and their transactions 
and operations under annual scrutiny by the Congress and provide financial 
control thereof.” Under the provisions of the draft bill, annual budget review 
by the President and the Congress would be established and maintained over 
Government corporations which possess authority (1) to issue or have outstand- 
ing obligations guaranteed in whole or in part by the United States; or (2 
to obtain Government funds by appropriations, borrowings, subscriptions to 
capital stock or otherwise; or (3) to utilize Government funds obtained by any 
of the above methods. Application of this formula would bring under annual 
budget review a number of so-called mixed-ownership Government corporations, 
namely. the Central Bank for Cooperatives and the 12 regional banks for co- 
operatives, and the Federal Deposit Insurance Corporation, and would retain 
budget review over the 12 Federal intermediate credit banks. The Government 
owns almost 90 percent of the capital stock in the banks for cooperatives and 
the Federal intermediate credit banks, and its stock investment in these banks 
amounts to approximately $237 million. The Federal Deposit Insurance Cor- 
poration has a $3 billion call on the Treasury, and its insurance operations in- 
volve a potential Government exposure of over $112 billion. 

As early as 1947, the House Committee on Appropriations criticized the pro- 
vision of the Government Corporation Control Act which exempted mixed-own- 


183 











184 AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 


ership Government corporations from budgetary review. The committee report 
(H. Rept. No. 544, 80th Cong., Ist sess.) stated : 

“There are certain of the mixed-ownership Government corporations * * * 
which, in the judgment of the committee, should be subjected to the same degree 
of control as the wholly owned Government corporations. The Government’s 
financial stake in them is such that to leave them free of this control is to leave 
a segment of the Government’s business interests (which could result in heavy 
drains on the public purse) without the close supervision by the Congress which 
can only be obtained through annual budget review.” 

The proposed legislation would classify all agencies and instrumentalities sub- 
ject to the Government Corporation Control Act as “Government corporations” 
and delete the words “wholly owned” and “mixed-ownership” wherever they 
appear. Title II, dealing with mixed-ownership Government corporations, would 
be repealed, and the Central Bank for Cooperatives, regional banks for coopera- 
tives, the Federal Deposit Insurance Corporation, and the Federal intermediate 
credit banks would be added to the corporations listed in section 101. These 
amendments would eliminate the confusion and contradictions arising from sec- 
tion 201 of the act, which applies the term “mixed-ownership Government cor- 
poration” to several highly dissimilar types of corporations. The term is now 
applied indiscriminately to the Federal land banks and the Federal home-loan 
banks, which are entirely privately owned, to the banks for cooperatives and 
the Federal intermediate credit banks, which are predominantly Government 
owned, and to the Federal Deposit Insurance Corporation, which is wholly Gov- 
ernment owned. On the other hand, the act applies the term “wholly owned” 
to the Federal National Mortgage Association, although part of the Association’s 
stock is privately owned, and to the Federal Savings and Loan Insurance Cor- 
poration, whose status is in major respects identical to that of the Federal 
Deposit Insurance Corporation. 

The proposed legislation would also provide on a consistent basis for all Gov- 
ernment corporations to pay for the use of space in Government-owned or leased 
structures, guard services, communication services or facilities, and for any 
other service or facility which may be rendered upon request or designated by 
the Bureau of the Budget. New sections would be added to the Government 
Corporation Control Act, establishing uniform policies with respect to (1) com- 
putation of the rate of interest payable on Treasury loans; and (2) contribu- 
tions to the civil service retirement and disability fund and employee's 
compensation fund and payment of a fair portion of the administrative costs 
of the respective funds. Similar provisions are found at present in a number 
of Government corporation charters, but there are significant differences in 
language. 

The proposal would eliminate exemptions from the Secretary of the Treas- 
ury’s authority to approve bonds, notes, debentures, or other obligations issued 
by a Government corporation. In addition, the proposal includes a number of 
minor amendments dealing with accounting terminology and certain admin- 
istrative and procedural matters. 

Experience under the Government Corporation Control Act has clearly demon- 
strated that it is possible to maintain essential Presidential and congressional 
supervision over Government corporations without impairing the financial and 
operating flexibility required for the successful conduct of governmental pro- 
grams of a business nature. The proposed legislation would strengthen greatly 
Presidential and congressional control over the Government’s financial affairs 
by assuring that Government corporations which utilize Federal funds, either 
directly or indirectly, or have a call on the Treasury are subject to appropri- 
ate financial review and supervision. Enactment of the proposed legislation 
will not result in any significant change in budgetary requirements. The Bu- 
reau of the Budget urges early and favorable consideration of the proposed 
amendment to the Government Corporation Control Act. 

Sincerely yours, 
PERCIVAL F. BruNDAGE, Director. 
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APPENDIX 1B 


Reports ON H. R. 8332 From DEPARTMENTS AND AGENCIES 


DEPARTMENT OF THE AIR FORCE, 


Washington, August 21, 1957. 
Hon. WILLIAM L. DAWSON, 


Chairman, Committee on Government Operations, 
House of Representatives. 


Dear Mr. CHAIRMAN: Reference is made to your request for the views of the 
Department of Defense with respect to H. R. 8332, 85th Congress, a bill to amend 
the Government Corporation Control Act, as amended. The Secretary of De- - 
fense has delegated to the Air Force the responsibility for submitting a report 
on behalf of the Department of Defense. 

The only provision of H. R. 8332 which might affect the Department of De- 
fense is section 2 (6) “Sec. 205 * * *.” This section would provide for reim- 
bursement by Government corporations for use of space in Government-owned 
or leased structures, guard services, communication services or facilities, and 
for any other service or facility which may be designated by the Bureau of the 
Budget. The reimbursement could, however, be waived under certain circum- 
stances by the head of the rendering agency. This provision of H. R. 8332 could 
conceivably, in isolated instances, result in the military departments receiving 
some additional reimbursement for certain services. It is felt, however, that 
this would be relatively insignificant. 

In view of the fact that H. R. 8332 would have such a limited effect upon the 
military, the Department of Defense does not feel that it should make any rec- 
ommendation with respect to the enactment of the bill. 

This report has been coordinated within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report. 

Sincerely yours, 
LYLE S. GARLOCK, 
Assistant Secretary of the Air Force. 


DEPARTMENT OF AGRICULTURE, 
Washington, D. C., August 22, 1975. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives. 


DEAR CONGRESSMAN Dawson: This is in reply to your request of June 26. 1957, 
for a report on H. R. 8332, a bill to amend the Government Corporation Control 
Act, as amended. 

The bill would carry out the President’s recommendation in his 1958 budget 
message that the Government Corporation Control Act be amended “to provide 
for budget and audit control over Government corporations which are author- 
ized, directly or indirectly, to obtain or utilize Federal funds.” 

The two corporations in this Department to which the bill relates are the 
Commodity Credit Corporation and the Federal Corp Insurance Corporation. 
Both of these corporations are wholly owned by the Government and have been 
subject to the budget and audit provisions of the Government Corporation Con- 
trol Act since its enactment in 1945. 

The principal effect of the bill on these corporations would result from the 
requirement in section 205 that they (1) make full contributions to the civil 
Service retirement and disability fund and the employees’ compensation fund, 
and (2) pay into the Treasury as miscellaneous receipts a fair portion of the 
administrative costs of the respective funds. The administrative expenses of 
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both of these corporations are subject to direct congressional control, and the 
enactment of the bill would require that provision be made for these additional 
costs in the annual appropriations and authorizations for administrative 
expenses. 

The Department has no objection to the enactment of the proposed legislation. 

The Bureau of the Budget advises that the enactment of this proposed legis- 
lation would be in accord with the program of the President. 

Sincerely yours, 
E. T. Benson, Secretary. 


THE SECRETARY OF COMMERCE, 
Washington, D. C., October 18, 1957. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


Deak Mr. CHAIRMAN: This letter is in further reply to your request dated 
June 26, 1957, for the views of the Department of Commerce with respect to 
H. R. 8332, a bill to amend the Government Corporation Control Act, as 
amended. 

The Department of Commerce urges favorable action on legislation to carry 
out the purposes of H. R. 8332. 

There is at this time no active Federal corporation within the organization 
of the Department of Commerce. The facilities of the Inland Waterways Cor- 
poration were disposed of in 1953 to a private organization. The Corporation 
remains to assure that conditions of the contract of sale, such as those providing 
for certain services, are carried out by the purchaser, and to resume operations 
in the unlikely event of failure by the purchaser. 

The general merit of H. R. 8332, however, does not require active experience 
with a Federal corporation to be understood and appreciated. This bill would 
provide for budget and audit control over all Federal corporations which obtain 
or use Federal funds. Presently, such control appears limited to those corpora- 
tions which are wholly federally owned. Under the proposal this control would 
be exercised even though the Corporation is partially privately owned. Pres- 
ently such corporations, even when private participation may be nominal, avoid 
this control. The President urged passage of such legislation in his 1958 budget 
message. 

Other perfecting amendments to existing law relating to control over Federal 
corporations would be provided. These include uniform treatment regarding 
interest paid on loans, and contributions to retirement and disability funds. 
There are also technical perfecting amendments included. While we do not 
profess to judge the technical language to effect these latter purposes, we do 
favor their purpose. 

We have been advised by the Bureau of the Budget that it would interpose no 
objection to the submission of this report to your committee and that enactment 
of the legislation would be in accord with the program of the President. 

Sincerely yours, 
SIncLAIR WEEKS, 
Secretary of Commerce. 


COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington, July 16, 1957. 
Hon. WILLIAM L. DAwSson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


DEAR Mr. CHAIRMAN: Your letter of June 26, 1957, acknowledged June 28, re- 
quests a report on H. R. 8332. 

The primary purpose of H. R. 8332 is to make the Central Bank for Coopera- 
tives, the regional banks for cooperatives, the Federal intermediate credit banks, 
and the Federal Deposit Insurance Corporation subject to the budgetary pro- 
visions of title I of the Government Corporation Control Act during any period 
in which they possess authority (1) to issue or have outstanding obligations 
guaranteed in whole or in part by the United States; or (2) to obtain Govern- 
ment funds by appropriations, borrowings, subscriptions to capital stock, or 
otherwise; or (3) to utilize Government funds obtained by anv of the above 
methods. 
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The magnitude of the operations of these corporations is evident from an 
analysis of their balance sheets as disclosed in our respective audit reports to 
the Congress. The potential liabilities of such corporation run into billions of 
dollars, approximately $3 billion for the Federal Deposit Insurance Corporation 
alone. We thus believe that some control by the President and the Congress 
over these corporations is desirable in order to coordinate effectively the total 
financial program of the Government. ‘The experience obtained with the budge- 
tary controls over the wholly owned corporations under the Government Corpo- 
ration Control Act shows that overall financial controls can be exercised without 
interfering with the required flexibility of wholly owned Government corpora- 
tions and there is no apparent reason why it cannot also be done with mixed- 
ownership Government corporations. 

All of the mixed-ownership corporations mentioned in section 201 of the pres- 
ent Government Corporation Control Act are proposed by H. R. 8332 to be made 
subject to the budgetary provisions of title I of that act except the Federal land 
banks and the Federal home-loan banks. To the extent of these exceptions, the 
bill would fail to carry out the President’s recommendation in his 1958 ~budget 
message that the Government Corporation Control Act be amended “to provide 
for budget and audit control over Government corporations which are author- 
ized, directly or indirectly, to obtain or utilize Federal funds,” which we under- 
stand is the purpose of the proposed legislation. 

The Federal land banks and the Federal home-loan banks have access to large 
reservoirs of Government capital. The Secretary of the Treasury is authorized 
by law (12 U.S. C. 1431 (i)) to purchase bonds of the Federal home-loan banks 
up to a total of $1 billion. The Federal Farm Mortgage Corporation is author- 
ized by law (12 U. 8S. C. 1020 (c-1)) to borrow from the Treasury an amount 
not to exceed $500 million and that Corporation is authorized (12 U. 8. C. 1020 
(d)) to make loans to Federal land banks either on the security of real estate 
mortgages and other collateral or merely on the security of the consolidated 
farm loan bonds. Also, the Federal intermediate credit banks were authorized 
by section 202 (a) (8) of the Federal Farm Loan Act, as amended by section 
104 (b) of the Farm Credit Act of 1956, Public Law 809, 84th Congress (70 
Stat. 659, 663), to make loans to and discount paper for any Federal land bank. 
We thus see no valid reason for excluding the Federal land banks and the Fed- 
eral home-loan banks from the budgetary requirements proposed for other mixed- 
ownership Government corporations. 

Under the Government Corporation Control Act, the financial transactions of 
the mixed-ownership Government corporations set out in section 201 of that act 
are required to be audited by the General Accounting Office for any period dur- 
ing which Government capital has been invested therein. All of the Govern- 
ment capital invested in the Federal land banks, the Federal home-loan banks, 
and the Federal Deposit Insurance Corporation has been repaid and they are 
no longer subject to audit under that act. Our audit of the Federal home-loan 
banks and the Federal Deposit Insurance Corporation have been continued in- 
definitely, however, by an amendment to section 11 of the Federal Home Loan 
Bank Act contained in section 4 of Public Law 576, 8ist Congress (64 Stat. 256), 
and by section 17 (B) of the Federal Deposit Insurance Act (12 U. 8. C. 1827), 
respectively. These specific provisions of law would not be affected by this bill. 
Hence, only the Federal land banks at the present time are not subject to be 
audited by the General Accounting Office. 

Under H. R. 8332 the financial transactions of the central bank for coopera- 
tives, the regional banks for cooperatives, and the Federal intermediate credit 
banks would be audited by the General Accounting Office during the same 
periods they are required to submit budget programs; that is, as long as they 
possess authority (1) to issue or have outstanding obligations guaranteed in 
whole or in part by the United States; or (2) to obtain Government funds by 
appropriations, borrowings, subscriptions to capital stock, or otherwise; or. (3) 
to utilize Government funds obtained by any of the above methods. We agree 
that the period during which Government capital is invested in the mixed- 
ownership Government corporations should not be the sole criterion since the 
Government may have substantial potential liabilities even though all Govern- 
ment capital has been repaid. The Congress recognized this when it required 
the continuance of the audit of the Federal home-loan banks and the Federal 
Deposit Insurance Corporation. We are in complete agreement with the ex- 
tension of our audit proposed in H. R. 8332. 
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Since the Federal land banks have repaid all of their Government capital, they 
are not audited by the General Accounting Office under existing law nor would : 
they be subject to any of the provisions of the Government Corporation Control 
Act as it would be amended by this bill. Since the Federal land banks have the 
authority to borrow substantial Government funds from either the Federal Farm 
Mortgage Corporation, a wholly owned Government corporation, or the Federal 
intermediate credit banks, we see no valid reason why they should not be in- 
cluded in H. R. 8332 and made subject to the same budget and audit controls as 
the other mixed-ownership Government corporations. 

There is an additional reason the Federal land banks should be made subject 
to audit by the General Accounting Office. These banks function as an essential 
and integral segment of the permanent Federal agricultural credit system, the 
safeguarding of which is a Federal responsibility whether financial, regulatory, 
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or a matter of public policy. The audit of these banks on a commercial basis 
is necessary, in our opinion, in order that the Congress may be fully informed 
concerning the management, policies, and financial status of the Federal agri- 
cultural credit system as a whole. We have recommended in our audit reports 
to the Congress on the corporations of the Farm Credit Administration that 
there be reinstituted the audits by the General Accounting Office of the Federal 
land banks which have not been performed since July 1, 1947, when all of the 
Government capital invested in the banks was repaid. See page 7 of our report 
on audit of the Farm Credit Administration for the fiscal year 1952 (H. Doc. 165, 
83d Cong.). 

The Federal land banks either own or lease from private interests the build- 
ings they occupy. They pay only an amount equal to 6% percent of the total 
amount of their payrolls into the civil service retirement fund. They make no 
payments to the employees’ compensation fund nor do they pay any amount into 
the Treasury for the cost of administration of either the civil service retirement 
fund or the employees’ compensation fund. To this extent, the Federal land 
banks would receive preferential treatment since all other corporations would 
be required to make the payments for these purposes as provided in the section 
205 proposed to be added to the Government Corporation Contro! Act by amend- 
ment No. (6) in H. R. 8332. We see no basis for such preferential treatment. 

In summation, we feel that the purposes of H. R. 8332 are meritorious and it 
has our support. We believe, however, that the proposed legislation should be 
expanded to provide budget control of the Federal home-loan banks and both 
budget and audit control of the Federal land banks as well as to eliminate any 
preferential treatment. 

Sincerely yours, 


' 
JoserH CAMPBELL, 
Comptroller General of the United States. 


Export-IMPORT BANK OF WASHINGTON, | 
Washington, D. C., July 15, 1957. 
Hon. WiLitaAM L. DAwSson, 
Chairman, Committee on Government Operations, 
House of Representatives. 

DEAR Mr. Dawson: Reference is made to your letter of June 26, 1957, enclos- 
ing a copy of H. R. 8332, a bill to amend the Government Corporation Con- 
trol Act, and requesting a report, together with such comment as may be desired 
to be made. 

The bank is one of the corporations which has been subject to the provisions 
of the Government Corporation Control Act since its enactment, and its com- 
ment on the proposed legislation is directed only to those provisions which affect 
the operations of the bank. 

The provisions of the proposed amendment with respect to administrative and 
fiscal procedures do not differ substantially from arrangements which are al- 
ready in effect between the bank, the Bureau of the Budget, and the General i 
Accounting Office. Therefore, the enactment of the proposed legislation would | 
not create any administrative problem, and the bank will be prepared to con- | 
form its procedures to those provided for in the bill. 

We have been advised by the Bureau of the Budget that it has no objection to 
the submission of this report. 

Sincerely yours, 


SAMUEL C. WavuGH, President. 
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FarM CREDIT ADMINISTRATION, 
Washington, D. C., November 1, 1957. 
Hon. WILtrAM L. Dawson, 

Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Drak CHAIRMAN Dawson: This is in reference to our letter of July 1, 1957, 
in regard to your request for a report on H. R. 8332, a bill to amend the Gov- 
ernment Corporation Control Act, as amended. 

The bill would affect corporations supervised by the Farm Credit Administra- 
tion in three major respects, as follows: 

1. It would, in effect, repeal sections 201 (a) and 202 (a) of the Farm Credit 
Act of 1956 which exempt the Federal intermediate credit banks from the budget 
provisions of title I of the Government Corporation Control Act, effective Jan- 
uary 1, 1959, when the production credit associations will own 15 percent of the 
capital stock of the banks. The bill would amend these budget provisions to 
require the banks, as long as they are authorized to obtain or utilize Federal 
funds, to prepare an annual business-type budget, to submit such budget to the 
President through the Bureau of the Budget for review and transmittal to the 
Congress, and to obtain authorization from the Congress to use a specified 
amount of its own corporate funds for operating expenses of the banks. 

2. The bill would, for the first time, make the budget provisions of the Gov- 
ernment Corporation Control Act applicable to the banks for cooperatives. 
These banks are now defined in the act as “‘mixed-ownership Government corpo- 
rations” and corporations so defined are not subject to the budget provisions of 
that act but are subject to audit by the General Accounting Office as long as they 
have any Government capital invested in them. 

3. The bill would require the approval of the Secretary of the Treasury before 
the Federal intermediate credit banks and the banks for cooperatives could issue 
any bonds, notes, debentures, and other similar obligations. Under present law, 
the issuance of these obligations is subject only to the approval of the Governor 
of the Farm Credit Administration, but the Secretary of the Treasury must be 
consulted before such obligations are issued. The obligations of these banks are 
not guaranteed as to either principal or interest by the United States and their 
issuance has been subject only to such approval by the Governor since they 
were first authorized to be issued. 

The bill would also require each of the foregoing banks (1) to contribute to 
the civil-service retirement and disability fund at a rate equal to the full Gov- 
ernment share of the cost rather than the “matching” rate provided generally 
under the Civil Service Retirement Act; and (2) to contribute to the employees’ 
compensation fund to the extent of the full cost of benefits and other payments 
made therefrom to the employees of the banks. These banks would, like other 
corporations subject to the provisions of the bill, also be required to pay their 
fair share of the cost of administering these two funds. 

One of the important issues involved in the bill which became the Farm Credit 
Act of 1956 was whether the Federal intermediate credit banks should remain 
under the budget provisions of the Government Corporation Control Act or 
whether they, upon becoming “mixed-ownership Government corporations,” 
should be exempt from the budget provisions of the latter act as are the banks 
for cooperatives. The Congress resolved the issue by providing in the Farm 
Credit Act of 1956 that the credit banks shall be exempt from such budget 
provisions, effective January 1, 1959, when the production credit associations 
will own 15 percent of the capital stock of these banks. When the President 
approved the 1956 act on July 26, 1956, he issued a statement objecting to this 
exemption and urging Congress to enact legislation as soon as possible “to keep 
the budget program of the Federal intermediate credit banks under Presidential 
and congressional review until such time as the banks become wholly privately 
owned institutions.” This position of the President was reemphasized and 
broadened in his 1958 budget message recommendation that the Government Cor- 
poration Control Act be amended “to provide for budget and audit control over 
Government corporations which are authorized, directly or indirectly, to obtain 
or utilize Federal funds.” 

The proposed legislation has been the subject of a number of meetings over 
the past few months between the Federal Farm Credit Board and Budget Bu- 
reau and White House officials. The Federal Board has consistently opposed 
the proposed legislation, largely because, in the Board’s opinion, it is contrary 
to the stated policy of the Farm Credit Act of 1953 to increase borrower par- 
ticipation in the management and control of these farm credit banks. The 
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Farm Credit Act of 1955 and 1956, which provide for eventual! farmer ownership 
of the capital stock of these banks and the gradual retirement of all Government 
capital in them, were enacted to implement the policy of the 1953 act. The 
users of these banks supported this legislation and are now investing their funds 
in the banks with the understanding that they would have a greater voice in 
the management of the banks as a result of this legislation. The Federal Board 
believes that enactment of this bill would result in greater Federal control over 
the banks contrary to the policy of the 1953 act and constitute a deterrent to 
retirement of Government capital in these banks. 

A major purpose of the bill is to bring the operations of the banks under an- 
nual scrutiny by the President and the Congress. The budgets and other affairs 
of the banks are now subject to review by the Farm Credit Administration, an 
agency of the executive branch of the Government. The Farm Credit Admin- 
istration, as a Federal agency, submits an annual budget to the President 
through the Bureau of the Budget and to the Congress. This control over the 
Farm Credit Administration, which supervises the banks, affords the President 
and the Congress ample opportunity to scrutinize the operations of the banks 
and to take such action as may be deemed appropriate. This type of review 
of the banks’ operations will continue even after all Government capital has 
been retired. 

As indicated above, the Federal intermediate credit banks and the banks for 
cooperatives are now audited by the General Accounting Office and this will 
eontinue as long as there is Government capital in them. Although the bill 
amends in some respects the audit provisions of the Government Corporation 
Control Act, the Farm Credit Administration agrees that the banks should con- 
tinue to be audited by the General Accounting Office as an added protection of 
the Government’s investment in the banks. 

The Federal Farm Credit Board does not favor enactment of the proposed 
legislation. 

The Bureau of the Budget advises that the views of the Board are not in 
accord with the program of the President and, in accordance with the request of 
Director Brundage, we are enclosing a copy of his letter of October 23, 1957, 
commenting on some of the statements in this report. 

Very truly yours, 


R. B. Toore.., Governor. 


UXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 


Washington, D. C., October 23, 1957. 
Hon. Ropert B. Tooretrt, 


Governor, Farm Credit Administration, 
Washington, D. C. 


DEAR GOVERNOR TOOTELL: This will reply to your letter of August 26, 1957, 
transmitting a proposed report to the chairman of the House Committee on Gov- 
ernment Operations concerning H. R. 8332, a bill to amend the Government Cor- 
poration Control Act, as amended. You have indicated in the proposed report 
that the views expressed by the Federal Farm Credit Board are not in accord 
with the program of the President. Notwithstanding that fact, the President 
has authorized me to inform you that you may advise the committee of your 
objections to H. R. 8332 for such consideration as the Congress may see fit to 
give them. 

Quite aside from the matter of your generally adverse position to H. R. 8332, 
however, there are certain statements contained in your proposed report which 
we cannot permit to go into the record without comment. Those statements, 
some of which appear to be based on incomplete or inaccurate information, are 
discussed below : 

1. The proposed report states that the bill would require a bank “to obtain 
authorization from the Congress to use a specified amount of its own corporate 
funds for operating expenses.” This statement is incorrect. The Government 
Corporation Control Act does not require the Congress to authorize specific 
amounts for operating expenses and such limitations on operating expenses have 
never been imposed on the Federal intermediate credit banks which have been 
subject to budget control since 1945. Although there are no provisions in the 
Corporation Control Act or elsewhere in general law which require it, the Con- 
gress, as a matter of policy, has generally placed a limitation on the use of cor- 
porate funds for administrative expenses. 
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2. The proposed report states that in the Federal Farm Credit Board’s opinion, 
H. R. 8332 “is contrary to the stated policy of the Farm Credit Act of 1953 to 
increase borrower participation in the management and control of these farm 
credit banks.” In fact, there is no conflict whatsoever between H. R. 8332 and 
the Farm Credit Act of 1953. The policy cited by the Farm Credit Board refers 
specifically to increased borrower participation in the management of the in- 
dividual farm credit banks which has already been provided by authorizing 
borrowers to elect additional members of the district farm credit boards which 
manage those institutions. The 1953 act, does not and could not properly re- 
quire the President and the Congress to waive their constitutional responsibili- 
ties with respect to the expenditure of public funds. Indeed, the Senate Com- 
mittee on Agriculture and Forestry recommended in its report on the Farm 
Credit Act of 1953 that the Farm Credit Administration and wholly owned 
farm credit corporations remain subject to budget control by the President and 
the Congress. The amendment offered by the committee to carry out this recom- 
mendation was adopted by the Congress. 

3. The proposed report expresses the view that enactment of the bill would 
“constiture a deterrent to retirement of Government capital in these banks.” 
This statement incorrectly implies that the retirement of Government capital is 
a matter left to the discretion of the borrowers. The borrowers have no such 
discretion. The method and rate of retirement of Government capital are and 
will cotninue to be controlled by specific statutory provisions. Since Govern- 
ment capital is to be retired principally out of income from operations of the 
farm credit banks, and not from voluntary private stock subscriptions, the annual 
earnings of the banks will determine the rate at which Government capital is 
retired. It is the established policy of the Government that the Government 
capital in the farm credit banks be retired as rapidly as the maintenance of a 
sound and prudently managed farm credit system permit. Budget review by the 
President and the Congress provides the best means of assuring full compliance 
with this policy and applicable statutes. 

4. The proposed report states that budget control over the Farm Credit Ad- 
ministration, which supervises the banks, “affords the President and the Con- 
gress ample opportunity to scrutinize the operations of the banks and to take 
such action as may be deemed appropriate.” On the contrary, budgetary re- 
view of the Farm Credit Administration would not provide an opportunity to 
review satisfactorily the operations of the banks or to exercise essential budge- 
tary control over them. The budget of the supervisory agency would not include 
detailed data concerning the financial operations and condition of the super- 
vised institutions. 

It is requested that a copy of this letter accompany your report to the chair- 
man of the House Government Operations Committee. 

Sincerely yours, 
PercivAL F. BrunpaGE, Director. 


FEDERAL DEPOSIT INSURANCE CORPORATION 
Washington, D. C., February 14, 1958. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 

My DEAR CONGRESSMAN: You have heretofore requested the views of the Cor- 
poration on H. R. 83832, a bill to amend the Government Corporation Control 
Act, as amended. 

Under H. R. 8332, this Corporation, with several mixed-ownership Government 
corporations, and all wholly owned Government corporations, would be made 
a Government corporation and, as such, would be subject to annual budget re- 
view by the Bureau of the Budget and Congress, so long as it is authorized to 
borrow Government funds. 

The issues presented by this legislative proposal, so far as they apply to the 
Corporation, have been before the Congress on several prior occasions, and in 
each instance the Directors of the Corporation have expressed opposition to 
the proposal. The Corporation was founded, and has been maintained for 25 
years, on the sound premise that, by reason of its responsibility to make deposit 
currency immediately available to depositors of failed banks, it should be bi- 
partisan and free from political pressures and controls. The Corporation is 
directed by a bipartisan Board, and operates exclusively from revenues received 
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as assessments from insured banks, without the use of any appropriated funds. 
It was primarily on the basis of these factors that those Members of Congress 
most prominent in the creation of the Corporation have through the years in- 
sisted that the independence of the Corporation, like that of the Federal Reserve 
System, should be maintained. Thus, prior attempts to subject the Corpora- 
tion to Budget control have been overwhelmingly rejected by Congress. The 
Directors are aware of no facts or circumstances which would now cause the 
Corporation to alter its views on this issue, and we are opposed to the enact- 
ment of H. R. 8332. 

For the benefit of the committee in determining this matter, we are enclosing 
herewith a copy of a memorandum prepared by the staff and submitted to the 
Board of Directors of the Corporation for its consideration in making this pre- 
sentment to you. It may also be of benefit to you to have copies of the state 
ments given to congressional committees by former chairmen of the Corporation ; 
first, by Hon. Leo T. Crowley, made in June of 1947, in reference to section 308 
of H. R. 3756, then before the Subcommittee on Government Corporations of the 
Senate Appropriations Committee, and, second, by Hon. Maple T. Harl (now 
deceased) in reference to the same bill.’ 

In view of the foregoing, the Corporation respectfully advises that H. R. 8332 
be not approved. 

We are advised by the Bureau of the Budget that the views of the Corpora- 
tion on H. R. 8332 as herein expressed are not consistent with the specific rec- 
ommendations made by the President and established executive branch policy. 

Respectfully submitted, 
JESSE P. WOLCOTT, 
Chairman of the Board of Directors. 


Aprit 1957. 


MEMORANDUM TO THE BOARD OF Drrectors RE PROPOSED Birt To AMEND THE 
GOVERNMENT CORPORATION ContrroL Act (H. R. 8332) 


The Bureau of the Budget has requested our views on a draft of a bill to 
amend the Government Corporation Control Act, as amended. The proposed 
Bureau of the Budget letter to Congress to accompany the proposed legislation 
states that it is designed to carry out the President’s recommendation in his 1956 
budget message that the Government Corporation Control Act be amended “to 
provide for budget and audit control over Government corporations which are 
authorized, directly or indirectly, to obtain or utilize Federal funds.” 

Under the draft bill this Corporation, with several mixed-ownership Govern- 
ment corporations and all wholly owned Government corporations, would be 
made a Government corporation and, as such, would be subject to annual budget 
review, including limitations on its use of its funds, by the Bureau of the 
Budget and Congress and subject to broader audit by the General Accounting 
Office, so long as it is authorized to borrow Government funds. 

No need has been demonstrated for budget control of the Corporation. It is 
important to note at the outset that there has been no charge of extravagant or 
improper use of funds in the operations of the Corporation during any time since 
it began operations almost a quarter of a century ago. Further, the continued 
efficient operation of the Corporation is adequately assured by the interest of 
insured banks in their assessment costs and assessment credits resulting from 
such operations, as well as by the fact that the Corporation is regularly audited 
by the General Accounting Office. Insured banks are furnished with the Corpo- 
ration’s annual report to Congress, which includes the audit report, and also a 
special report on operations each year. 

The entire case for budgetary control is based, first, on the fact that the 
Treasury is directed by law to loan the Corporation not in excess of $8 billion 
outstanding at any one time, if requested by the Corporation, and, second, on 
the claim that the Government has a potential exposure of $105 billion as a 
consequence of deposit insurance. 

1. Subjection of Corporation to budget control because of its $3 billion borrow- 
ing authority is inconsistent with the proposed exclusion from such control of 
other corporations with authority to borrow from the Government or with obliga- 
tions which are direct obligations of the Treasury.—The authority to borrow 
$3 billion from the Treasury, if needed for deposit insurance purposes, would 





1 Statements of Leo T. Crowley and Maple T. Harl appear on pp. 79 and 80. 
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bring the Federal Deposit Insurance Corporation under the proposed bill with 
its budget controls, but the power to borrow from the Treasury is a criterion that 
is not applied to other corporations with respect to the proposed scope of the 
Government Corporatin Controi Act. The Federal Home Loan Banks, which 
will be excluded from the Government Corporation Control Act under the pro- 
posed legislation except for audit, are authorized to borrow $1 billion from the 
United States Treasury (12 U. 8. C. 148 (i)); and the Federal land banks, also 
to be excluded, are authorized to borrow $500 million through the Federal Farm 
Mortgage Corporation (12 U. 8. C. 1020c, cl, and d). Further, the financial 
responsibility of the Treasury for possible borrowings by the Federal Deposit 
Insurance Corporation is far less than its responsibility for actual obligations of 
the Federal Reserve banks. The Federal Reserve banks, which it is not proposed 
to place under the Government Corporation Control Act, have outstanding over 
$25 billion of notes that are a direct obligation of the Treasury (12 U. S. C. 
411), and have authority to issue large additional amounts of such notes. 

2. There is no “potential exposure” to the Government in the operation of 
deposit insurance beyond the $3 billion borrowing authority—The argument 
that the insurance operations of the Corporation involve “a potential Govern- 
ment exposure” of $105 billion is based on an estimate of insured deposits, and 
apparently assumes that the insurance of deposits represents a Government 
guaranty. This is not the case either directly or indirectly. In fact the 
maximum exposure of the Government is $3 billion, for the Treasury is pro- 
hibited by law from holding more than that amount of obligations of the Cor- 
poration. Those responsible for the passage of deposit insurance legislation had 
not the slightest intention of providing a Federal Government guaranty of de- 
posits. In answer to a specific question on this point, Senator Carter Glass, the 
chairman of the Senate Committee on Banking and Currency, declared on the 
floor of the Senate that: 

“There is no language in the bill that ought to cause any man of ordinary 
intelligence to think that the Government has anything further to do with it 
than its initial subscription of $150 million, which members of the committee 
regard as a recapture fund * * *” (Congressional Record, vol. 77, pt. 4, p. 3729). 

Further, an assumption that a contingency may occur under which the Cor- 
poration would need funds to pay all insured deposits presumes that every bank 
in the country will fail on or about the same date—an economie disaster of such 
magnitude as has never occurred in the history of this or of any other qation. 
If it is appropriate to apply budgetary control to the Corporation in anticipa- 
tion of such a contingency, then it would appear to be necessary also to apply 
budgetary controls to many other institutions; for example, to life insurance 
companies on the ground that the Government will have a responsibility to 
survivors in the event of a catastrophic epidemic or an atomic attack. 

3. The Corporation should not be regarded as a wholly owned Government 
corporation and subjected to the same budget control as such corporations.—Since 
the retirement of the Corporation’s capital, there is no basis in the law for any 
contention that the Corporation is owned by the Government. Congress has on 
several occasions refused to include the Corporation within the definition of 
wholly owned Government corporation, There is no provision in the law that 
residual assets of the Corporation shall pass to the Government upon liquidation 
of the Corporation; as is provided for the 12 Federal Reserve banks (12 U. 8S. C. 
290). Nor are any earnings of the Corporation paid into the Treasury as in the 
case of the Federal Reserve banks. 

The mutual character of the Corporation has been recognized. Congressman 
Steagall, who was chairman of the House Committee on Banking and Currency 
when the legislation creating the Corporation was enacted, stated, with refer- 
ence to that legislation : 

“This bill seeks to establish a mutual insurance system supported and main- 
tained by the banks themselves, in their own interest as well as for the benefit 
of their depositors” (Congressional Record, vol. 77, pt. 4, p. 3837). 

The report of the House Banking and Currency Committee on that legislation 
stated: 

“* * * The bill does not provide that the Government shall guarantee the 
payment of deposits; but it does provide and require that the banks under Goy- 
ernment supervision and regulation shall mutually guarantee the deposits of 
-ach other through the medium of a Government controlled instrumentality de- 
signed for that purpose; and that the banks shall make such contributions to 
the insurance fund provided for, from time to time, as may be necessary to 
provide for the payment of all deposits in banks which may be closed; and that 
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such contributions shall be made by the banks in proportion to the amount of 
their deposits (H. Rept. No. 150, 73d Cong., p.5) * * * 

“« * * The measure provides a mutual insurance plan for banks” (id., pp. 6-7). 

Funds of the Corporation are provided by its member insured banks just as 
the capital stocks of the Federal home-ioan banks, the Federal land banks, and 
the Federal Reserve banks have been provided by their member institutions. 
There is the same voluntary membership, in that any insured bank may with- 
draw,' that distinguishes funds of all these corporations from funds appropriated 
from taxes. Consistency of treatment would therefore require that this Cor- 
poration be likewise excluded from budget controls. 

4. Subjection of the Corporation to budget control is inconsistent with the 
principle of keeping a monetary agency free from political interference.—It is 
doubtful if there is any serious disagreement with the proposition that a mone- 
tary agency should be free from political influence. In the case of any agency 
dealing directly with the volume of circulating medium, political interests may 
seek action which is destructive to the principles which Congress itself had previ- 
ously laid down for the conduct of such an agency. There is no question that it 
is within the authority of Congress to establish such principles and to alter 
them whenever it so desires, but once established their implementation requires 
a maximum degree of independence for the agency concerned, free from the 
annual influence of budget control. For it must be remembered in this connec- 
tion that control of the purse strings means more than efficiency control; it 
means power to influence operations and policy. 

In 1933 the report of the House Committee on Banking and Currency accom- 
panying the legislation creating this Corporation contained the following state- 
ment: 

“* * * Experts advise us that more than 90 percent of the business of the 
Nation is conducted with bank credit, or check currency. The use of bank credit 
has declined to the vanishing point. The public is afraid to deposit their money 
in the banks, and the banks are afraid to employ their deposits in the extension 
of bank credit for the support of trade and commerce. Businessmen and in- 
vestors are victimized by the same fear. The result is curtailment of business, 
decline in values, idleness, unemployment, breadlines, national depression, and 
distress. We must resume the use of bank credit if we are to find our way out 
of our present difficulties” (H. Rept. No. 150, 73d Cong., p. 6). 

The Corporation is a monetary agency established by the Congress under its 
power to provide and control the Nation’s circulating medium, or supply of 
money. The monetary functions of the Corporation, around which all its operat- 
ing duties center, are first, to restore a portion of the circulating medium which 
has become destroyed or become temporarily unavailable because of bank failure 
and, second, to help maintain a sound banking system and thereby prevent con- 
traction of circulating medium because of bank failure. The monetary functions 
of the Corporation were clearly uppermost in the minds of the architects of 
deposit insurance, they are well defined in the law, and they have been so recog- 
nized by the Federal Reserve System. In connection with the hearings in 1950 
on the Federal Deposit Insurance Act before the Senate Committee on Banking 
and Currency, the Chairman of the Board of Governors of the Federal Reserve 
System inserted in the record of the hearing a staff study which included the 
following statement (pp. 110-111) : 

“As the agent primarily responsible for monetary stability, the Federal Re- 
serve System is vitally interested in the functioning of an insurance program 
which has as its primary objective the removal of one of the prime causes of 
monetary instability. Deposit insurance is potentially one of the more impor- 
tant reforms directed to greater monetary stability by the banking legislation of 
the 1930’s. In essence, these banking reforms aimed at preventing a repetition 
of the wholesale destruction of the money supply that occurred between 
1929-33. * * * From the individual’s standpoint, deposit insurance provides 
protection, within limits, against the banking hazards of deposit ownership. 
But the major virtue of deposit insurance is for the Nation as a whole. By 
assuring the public, individuals and businesses alike, that their cash in the 
form of bank deposits is insured up to a prescribed maximum, a major cause 
of instability in the Nation’s money supply is removed.” [Italics added.] 

The monetary functions of the Corporation are reflected in its operating du- 
ties, but the importance of these duties is sometimes forgotten during the years of 


‘ National banks may withdraw upon conversion to State bank, and State bank members 
of Federal Reserve System may withdraw by terminating their membership in that System. 
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economic prosperity. For this reason a brief review of these duties is war- 
ranted. When the Corporation acts to restore circulating medium which is 
in danger of being destroyed or of becoming unavailable as a result of bank fail- 
ure, it exercises powers which have an important bearing on the economic life 
of the country. In the case of an insured bank which becomes involved in seri- 
ous financial difficulties, the Corporation may take one of a number of actions. 
If the bank is placed in receivership by the appropriate supervisory authority, 
the Corporation may pay the depositors of that bank the amount of their insured 
deposits, or it may determine that its interests, as well as the interests of the 
depositors, are best served by rendering financial assistance to permit the re- 
opening of the bank, or to facilitate an assumption of the liabilities of the closed 
bank by another insured bank. If the bank has not yet been placed in receiver: 
ship, the Corporation may provide funds to facilitate a merger, or may render 
assistance to the distressed bank to enable it to continue operations. 

In a period of economic crisis, when great numbers of banks both large and 
small may be in difficulty, decisions by the Corporation may be as important and 
have as far reaching consequences as those made by officials of the Federal Re- 
serve System. During such times the pressures to which the Corporation will 
be subject from individuals, from banks, from Government authorities, and from 
many other sources will undoubtedly be intense. The pressures will be of the 
same nature as those which will bear upon the Federal Reserve System. It is 
during such times that it is of crucial importance that the Federal Deposit In- 
surance Corporation be in a position in which its decisions can be made solely 
with a view to carrying out its monetary functions. 

Operating duties relating to liquidation of assets acquired as a consequence of 
disbursements to protect depositors also require decisions which can be im- 
portant in the monetary sphere. Section 11 (d) of the Federal Deposit Insur- 
ance Act requires that in liquidating assets the Corporation give “due regard to 
the condition of credit in the locality * * *” Thus the Corporation is not per- 
mitted to consider only the loss which it may sustain. If we assume a period 
of crisis, such as 1930-33, the Corporation may acquire billions of dollars of 
assets within a relatively short time, the disposal of which may play a signilicant 
role in the acceleration or alleviation of the crisis. 

Action taken by the Corporation to protect depositors of failing banks or to 
liquidate assets acquired thereby may be of a national significance only during 
periods of economic depression, or if there is a failure of a very large bank. How- 
ever, in its operating activities relating to supervisory duties the Corporation 
is daily engaged in helping to maintain a strong and stable banking system. In 
addition to examination activities there are supervisory duties which are quasi- 
judicial in nature. For example, Corporation officials must pass on application 
for new banks, for branch offices and for mergers of existing banks, and upon 
recommendations from its examiners that insurance be withdrawn from banks 
operated in an unsafe and or unsound manner. The nature of these supervisory 
activities requires a degree of impartiality and objectivity in decisions which 
mght be impossible to assure unless the Corporation retains its independent 
status. For example, proper operation of deposit insurance necessitates (anc 
the law requires) that there be no discrimination against State banks not mem- 
bers of the Federal Reserve System. Decisions relating to withdrawal of insur- 
ance from a bank because of its unsafe and unsound operation must be taken 
solely with regard to the merits of the case in terms of the Corporation’s duty to 
help maintain a sound banking system. How well can these, and other objectives, 
be accomplished if the Corporation is subjected to influences which may be in- 
clined to give weight, for political purposes, to the pressures which inevitably 
arise in such instances? 

5. Since 1933 the Congress has repeatedly affirmed its original decision to estab- 
lish an independent corporation and has rejected every attempt or proposal to 
subordinate the Corporation to any other agency.—In 1933 the Congress rejected a 
proposal to subordinate the Corporation to the Federal Reserve System and an- 
nounced its intention of organizing an “independent”’ Corporation (Congressional 
Record, vol. 77, pt. 6, p. 5862). It has never deviated from that position, whether 
with respect to the Federal Reserve or to any other Government agency. 

The attempt in 1947 to subject the Corporation to budget control aroused virtu- 
ally unanimous opposition and the Senate rejected the proposal by a vote of 83 
to 1. During the course of the debate on this legislation Senator Vandenberg 
declared : 

“* * * The FDIC is on all fours with the Federal Reserve System with respect 
to the fiscal structure of the American economy. No one has yet had the temer- 
ity to propose that the Federal Reserve System should be robbed of its inde- 
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pendence and subordinated to a political bureau of the Government. Yet, here 
is an institution which is even more sensitive with respect to the necessities for 
its independence, and we confront a conference report which for the first time 
proposes to make it possible for political controls to determine what happens. 

“T am not so much afraid of what the political controls would do, because I 
assume that they would have an adequate respect for this institution. But I 
am saying that the fundamental importance and value of the Federal Deposit 
Insurance Corporation is psychological; it is the faith that for 15 years America 
has demonstrated it has in this institution. At the moment when the FDIC is 
about completing $1 billion of earnings of its own, so that it can eliminate all 
Government capital, at this time when there is a billion dollars of money available 
in the Treasury of the FDIC, if the American people read that, at long last, in 
Washington something is going on which indicates that the political powers are 
restless and will remain restless until they can get their hands upon this great 
institution, the effect will be most deplorable. * * * I am confining myself to 
this fundamental conception, because I submit, Mr. President, that the one thing 
in the economic life of the United States which is basically essential is the main- 
tenance of banking confidence, which is dependent, fundamentally and primarily. 
upon the continuing independent sanctity of the Federal Deposit Insurance Cor- 
portion” (Congressional Record, vol. 93, pt. 8, p. 10123). 

In 1950 the conference report on the Budget and Accounting Procedures Act 
retained the language of the Senate amendment which provided that the term 
“appropriations” would “include any other authority making funds available for 
obligation or expenditure.” The conference report, signed by Congressman Daw- 
son, as one of the managers on the part of the House, contains the following 
Statement with reference to the Corporation : 

“In retaining the language of the Senate amendment, the committee wishes 
to make it clear that it is not intended to * * * affect the Federal Deposit In- 
surance Corporation or its funds. The funds of the Federal Deposit Insurance 
Corporation are received from assessments on insured banks and are used only 
for the purposes of deposit insurance. These funds have never been under the 
Budget and Accounting Act for the reason that they are not Government moneys 
or appropriations and there was no intention of including such fund in this 
amendment” (H. Rept. No. 303, 8ist Cong., p. 2; Congressional Record, vol. 96, 
pt. 10 p., 13988). 


FEDERAL Home LOAN BANK Boarp, 
Washington, D. C., January 28, 1958. 
Hon. Witir1aM L. Dawson, 
Chairman, Cominittee on Government Operations, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: In response to your request, the Federal Home Loan 
Bank Board hereby submits its report on H. R. 8332 of the present Congress, 
a bill to amend the Government Corporation Control Act, as amended. 

The Board does not object to the enactment of the proposed legislation. 

It has noted the provision of the new section 205, which would be applicable 
to the Federal Savings and Loan Insurance Corporation, for interagency pay- 
ment for certain services and facilities and for any others which may be ren- 
dered upon request or which may be designated by the Bureau of the Budget. 
We have been orally advised by said Bureau that the designation contemplated 
is not a designation of what services and facilities are to be rendered by one 
agency to another but a designation of what services, if so rendered, are to be 
the subject of payment. With that understanding, no objection is raised as to 
the provision. 

The Bureau of the Budget has advised that there would be no objection to the 
transmittal of this report to the committee. 

Sineerely yours, 


ALBERT J. ROBERTSON, Chairman. 





4 


_~ 


- ae 





AMENDING THE GOVERNMENT CORPORATION CONTROL ACT 197 


GENERAL SERVICES ADMINISTRATION, 
Washington, D. C., August 1, 1957. 
Hon. WILLIAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


DEAR Mr. CHAIRMAN: Your letter of June 26, 1957, requested comments of 
this agency on H. R. 8332, a bill to amend the Government Corporation Control 
Act, as amended. 

Except for section 205 (a), other proposed amendments to the Corporation 
Control Act do not substantially affect the operations of GSA. Proposed section 
205 (a) will clarify the situation with respect to the payment by corporations for 
space occupancy and related costs. 

This agency favors enactment of the proposed legislation. Its enactment 
would not result in increased budgetary requirements for GSA. 

The Bureau of the Budget has advised that there is no objection to the sub- 
mission of this report to your committee and that this proposed legislation is in 
accord with the program of the President. 

Sincerely yours, 


FRANKLIN G. FLOETE, Administrator. 


HOUSING AND HOME FINANCE AGENCY, 
Washington, D. C., January 22, 1958. 
Re H. R. 8332, 85th Congress. 
Hon. WILLIAM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D. C. 


Dear Mr. CHAIRMAN: This is in further reply to your request for the views of 
this agency on H. R. 8332, a bill to amend the Government Corporation Control 
Act, as amended. 

The Housing and Home Finance Agency is composed of the Office of the Admin- 
istrator, 3 constituent agencies, and 2 constituent units. The three constituent 
agencies—Federal Housing Administration, Public Housing Administration, and 
Federal National Mortgage Association—are already subject to all of the pro- 
visions of the Government Corporation Control Act, by virtue of their being 
listed in section 102 of the act. Certain of the other programs of the Agency 
are also subject to the Government Corporation Control Act or to the budget 
and audit control provisions thereof. The slum clearance and urban renewal 
functions, administered in the Urban Renewal Administration, are subject to 
the budget and audit control provisions, pursuant to sections 106 (a) (2) and 
(3) of title I of the Housing Act of 1949, as amended. Substantially identical 
provisions are made applicable to the college housing program, administered in 
the Community Facilities Administration, by sections 402 (a) (1) and (2) of 
the Housing Act of 1950, as amended. Consequently, the functions of this 
Agency, except for certain of its minor programs, have already been covered, 
wholly or in large measure, by existing provisions of the Government Corpora- 
tion Control Act. 

In general, the bill appears to have two major purposes: First, to eliminate 
the present distinction between the budgetary treatment of the so-called wholly 
owned and mixed-ownership Government corporations, and to treat as Govern- 
ment agencies those corporate units whose activities are fundamentally sup- 
ported by the Treasury, whether through direct capital investment or through 
an assured supply of Federal funds, by investment or lending, in case of need; 
and second, to introduce some further uaiformity into the budgeting and account- 
ing practices of these agencies, based upon the concept that each should, within 
reasonable and practicable limits, reveal to the Executive, the Congress, and the 
publie the true costs of its undertakings. The Housing and Home Finance 


Agency is in full accord with these principles and objectives and recommends 
enactment of the bill. 
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We do, however, encounter some technical problems in our view of the bill. It 
is to these problems that our further comments and suggestions are directed. 


Reimbursement of GAO audit costs 


Section 2 (3) of the bill would amend section 301 of the Government Corpora- 
tion Control Act to provide, in substance, that corporations enumerated in title I 
would continue to reimburse the General Accounting Office for the full cost of its 
audits of their respective operations as determined by the Comptroller General, 
but that such amounts should not be considered as administrative expense for 
the purposes of any annual limitation placed upon such expenses. The intent 
of the amendment is thoroughly sound; certainly these agencies should not be 
held responsible within a fund limitation for expenses over which they have no 
control. This is a matter which has confronted us with difficult budget problems 
from time to time in the past. However, it is our opinion that the language in its 
present form does not fully meet the problem, 

The difficulty arises from the effort to avoid annual limitation by declaring 
that the reimbursement to GAO shall not be considered as “an administrative 
expense” for the purpose of any annual limitation on such expenses. Unfor- 
tunately, the general distinction between administrative expenses as being subject 
to annual limitation and nonadministrative expenses as not being so subject, 
does not hold true at least in the case of this Agency. Specifically, in connection 
with activities covered by the proposed amendment, certain nonadministrative 
expenses of the Federal Housing Administration, the Public Housing Adminis- 
tration, and the Federal National Mortgage Association are also subject to 
annual limitation in the appropriation acts. It is possible, therefore, that in 
some cases the present language might have the effect simply of moving this item 
from the operation on one annual limitation to that of another, thus defeating 
its purpose. 

In order to preserve the result sought by this proposed amendment and at 
the same time avoid the difficulty mentioned above, we suggest that the language 
in the first proviso in the proposed new subsection (a) (under sec. 2 (3) of 
the Hill) be modified so as to make it apply to any annual limitation on the 
expcnses of corporations covered by its provisions, rather than being restricted 
to limitations on administrative expense only. An amendment to the bill which 
would accomplish this result is enclosed for your consideration (amendment 1). 


Proposed interest rate formula 


Section 2 (6) of the bill would add a new section 204 to the Government 
Corporation Control Act which would provide, in substance, that corporations 
subject to the act should thereafter pay on loans and advances from the Treas- 
ury a rate of interest determined by the Secretary after taking into considera- 
tion the current average market yields of outstanding marketable obligations of 
the United States having comparable maturities. We have no objection to this 
formula. Again, however, we encounter certain technical difficulties under the 
language as it is presently drafted. 

In the first place, the language seems open to the interpretation that it would 
require a new determination of an applicable rate by the Secretary each time 
any corporation subject to section 204 procures a loan or advance. Such a 
procedure would be burdensome in the extreme on both the agencies and the 
Treasury ; moreover, since market yields fluctuate from day to day, it would 
make for the development of debt relationships between the agencies and the 
Treasury which would be progressively more complicated and expensive from 
an accounting standpoint. 

We understand it to be the view of the Treasury Department that under the 
language of the bill the Department would have administrative discretion to 
fix rates which would remain stable over a convenient period of time. We call 
attention to the point not with any idea of questioning this interpretation, but 
rather to suggest that such intent be clearly set forth in the legislative history 
of this provision so as to avoid possible difficulties arising after its enactment. 

A second problem is that the language of the proposed section 204 would appear 
to require that the applicable interest rate be fixed at the time a loan or 
advance is actually made to the corporation, without regard to the timing of a 
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related commitment by the corporation which may give rise to the requisition 
for an advance or loan. In many of the programs administered by this agency, 
it is desirable or necessary to maintain a relationship between the rates at 
which funds are borrowed from the Treasury and those at which loans or 
advances are made by the Administrator to the participants in the programs. 
The latter are typically fixed a tor shortly before the time at which a loan com- 
mitment is made to the applicant. Because of such factors as the time required 
for final planning and construction, a considerable period of time usually elapses 
before it is necessary to secure funds from the Treasury for disbursement against 
the loan commitment. During such a period, it is possible for the levels of 
market yields on Government obligations to change appreciably. Unless pro- 
vision is made to keep these rates appropriately related to each other, serious 
imbalances in program financing will almost inevitably develop. 

The obvious solution to the problem is to authorize the Secretary of the Treasury 
to fix a rate applicable to advances or loans in an aggregate amount sufficient to 
cover a related group of undisturbed commitments, even though the funds may 
not be actually drawn down until a later date. Again, it may be that such 
arrangements could be made under the present language of the proposed section 
204. However, since the matter is not free from doubt, I am enclosing a suggested 


amendment which would make it clear that such arrangements are contemplated 
(amendment 2). 


Availability of funds 


The bill would appear to require new types of expenditures which in some 
cases might have to be made from funds not now available for the purpose. 
Furthermore, it appears that, when enacted, it will call for payments not con- 
templated in the budgets of the corporations and agencies affected. This would 
be true even if the effective date in section 3 of the bill (now July 1, 1957) were 
changed to July 1, 1958, since by the time that H. R. 8332 is enacted (assuming 
it to be enacted in the 2d session of the 85th Congress), action an appropriation 
bills for the coming year will be far advanced. In order to avoid purely technical 
difficulties of this nature, you may wish to include a general savings clause 
establishing the authority of the various corporations and agencies to make any 
payments required by the bill from currently available funds. A draft of such a 
clause is enclosed for your convenience (amendment 3). 

I have been advised by the Bureau of the Bureau that there would be no objec- 
tion to the submission of this report. 

Sincerely yours, 
Lewis E. WILLIAMS, 
Acting Administrator. 


SUGGESTED AMENDMENTS TO H. R. 8332 
Amendment 1 

Beginning on page 5, line 2, after the words “miscellaneous receipts,” strike 
the remainder of the proviso and insert the following: “but such cost shall be 
excluded from the effect of any annual limitation which may be placed upon 
expenses of any such corporation :”. 
Amendment 2 


On page 6, line 21, strike out, the period and quotation mark and insert the 
following: “: Provided, That any such rate may, by agreement between such 
corporation and the Secretary, be made applicable to loans or advances to be 


made by the Secretary with respect to the undisbursed commitments of the 
corporation.” 


Amendment 8 


On page 8, after line 20, insert the following new section 3 and renumber the 
present section 3 as section 4: 

“Sec. 3. Funds so appropriated or made available for expenditure by any cor- 
poration or agency subject to the provisions of this Act shall be available for 
making any expenditure or payment required by this Act. Funds so appropriated 
or made available for the fiscal year ——— are hereby authorized to be apportioned 
without regard to the provisions of section 3679, Revised Statutes, as amended, 
to the extent made necessary by any such expenditures or payments not contem- 
plated in the budget estimates of any such corporation or agency.” 
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UNITED STATES DEPARTMENT OF JUSTICE, 
OFFICE OF THE Deputy ATTORNEY GENERAL, 
Washington, D.C., August 9, 1957. 
Hon. W1iL1am L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Dear Mr. CHAIRMAN: This is in response to your request for the views of 
the Department of Justice concerning the bill (H. R. 8332) to amend the Govern- 
ment Corporation Control Act, as amended. 

It is understood that the bill’s main objective is to tighten and in some cases 
originate budget and audit control over corporations which are wholly or partly 
owned by the United States. The bill would thus implement the President’s 
recommendation made in his 1958 budget message that the Government Corpora- 
tion Control Act be amended “to provide for budget and audit control over 

xovernment corporations which are authorized, directly or indirectly, to obtain 
or utilize Federal funds.” 

The Department of Justice is in accord with the enactment of the bill. 

The Bureau of the Budget has advised that there is no objection to the submis- 
sion of this report. 

Sincerely, 
WILLIAM P. ROGERS, 
Deputy Attorney General. 


UNITED STATES DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, September 17, 1957. 


Hon. WiitirAm L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 

Dear CONGRESSMAN Dawson: This is in further reply to your recent request 
for this Department’s views on H. R. 83832, a bill to amend the Government 
Corporation Control Act, as amended. 

This bill is designed to carry out the President’s recommendation in his budget 
message that the Government Corporation Control Act be amended “to provide 
for budget and audit control over Government corporations which are authorized 
directly or indirectly, to obtain or utilize Federal funds.” It would provide that 
the test for maintaining budget review, as well as the annual audit by the 
General Accounting Office and the controls exercised by the Secretary of the 
Treasury, shall be based on the use of Federal funds and the financial responsi- 
bilities assumed by the Government, rather than on ownership of the capital 
stock. The bill would also require corporations defined in the Government 
Corporation Control Act, as amended, to repay the employees’ compensation 
fund for compensation benefits under the Federal Employees’ Compensation Act 
on account of injuries to their employees. 

At the present time a few Government corporations use their funds to re- 
imburse the employees’ compensation fund for workmen’s compensation costs 
paid by this Department to their employees. Extension of this practice to all 
Government corporations is consistent with the recommendation of the President 
for general legislation shifting the cost of the compensation program from a 
single appropriation to the appropriations of the employing agencies. H. R. 
5751, which is a part of the legislative program of this Department, is designed 
to carry out this recommendation. Its enactment would, of course, make this 
provision of H. R. 8332 unnecessary. 

Several of the Government corporations to which the provisions of this bill 
are applicable are at present subject to provisions of law requiring reimburse- 
ment. These provisions call for reimbursement on the basis of annual rather 
than quarterly billing as provided in H. R. 8332. If H. R. 8332 is enacted, it 
should contain a provision repealing inconsistent existing provisions of law in 
this regard. For the sake of uniformity, this Department would also favor an 
amendment to title 15, United States Code, section 635 so as to provide for 
quarterly billing in the case of the Small Business Administration, the only 
Government agency or instrumentality presently subject to chargeback provisions 
which is not also subject to the provisions of H. R. 8332. 

It is apparently the intention of this bill to require reimbursement only in the 
case of benefit payments made as a result of injuries occurring after its enact- 
ment. The language of the proposed section 205 (b), however, limits its appli- 
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cation to benefit payments made from the fund “on account of injuries or 
deaths of its employees which may hereafter occur.” This language would re- 
quire reimbursement for deaths occurring after the bill’s enactment but which 
occur as a result of injuries sustained prior to its enactment. I suggest, there- 
fore, that the next to the last sentence of section 6 of the bill be amended to 
read: “The corporation, agency, or activity shall also contribute at least quar- 
terly from such appropriation or fund to the employees’ compensation fund, the 
amount determined by the Secretary of Labor to be the cost of benefit payments 
made from the employees’ compensation fund on account of cases arising from 
injuries to its employees which may hereafter occur.” 
Subject to the changes suggested above, this Department favors H. R. 8332 
and urges its enactment. 
The Bureau of the Budget advises that it has no objection to the submission 
of this report. 
Sincerely yours, 
JAMES T. O'CONNELL, 
Acting Secretary of Labor. 


EXECUTIVE OFFICE OF THE PRESIDENT, 
OFFICE OF DEFENSE MOBILIZATION, 


Washington, D. C., July 23, 1957. 
Hon, WiLii1aM L. Dawson, 


Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


Dear Mr. Dawson: Reference is made to your letter of June 26, in which you 
request a report of this agency concerning H. R. 8332, to amend the Government 
Corporation Control Act, as amended. 

We concur in the objectives of this bill but since its provisions have no direct 
relation to the activities of this Office we must defer to the views of the agencies 
principally affected with respect to the details of the legislation. 

The Bureau of the Budget advises that enactment of H. R. 8332 would be in 
accord with the program of the President. 

Sincerely yours, 


Gorpon Gray, Director. 


PANAMA CANAL COMPANY, 


Washington, D. C., August 9, 1957. 
Hon. WILLIAM L. Dawson, 


Chairman, Committee on Government Operations, 
House of Representatives. 


DeaR Mr. Dawson: This is in further reply to your request for a report on 
H. R. 8332, a bill to amend the Government Corporation Control Act, as amended. 

H. R. 8332 has been reviewed carefully in the light of the present provisions of 
the act incorporating the Panama Canal Company, as amended, and no objection 
is perceived to the enactment of the legislation subject to the following comment: 

Section 254 of title 2 of the Canal Zone Code, as added by the act of June 29, 
1948 (62 Stat. 1076), provides that the Corporation may borrow from a fund to 
he established and maintained in the Treasury, sums of money not to exceed a 
total of $10 million outstanding at any one time. The section further provides 
that the fund from which the Corporation is authorized to borrow shall be 
established by deposit of the sum of $10 million by the Corporation to be main- 
tained by the Treasury as a separate fund and that “loans to the Corporation 
from this fund shall not bear interest.” 

Although the new section 204 of the Government Corporation Control Act 
which would be added by section 2 (6) of H. R. 8332 provides that the rate of 
interest payable on loans made to a corporation by the Treasury shall be fixed 
by the Secretary of the Treasury, it is assumed that this section would not 
require the payment of interest on loans to the Panama Canal Company from 
funds deposited in the Treasury by the Corporation which are expressly made 
available for borrowing by the Corporation without payment of interest. 

The new section 205, which section 2 (6) of the bill would add to the Corpora- 
tion Control Act would extend to all Government corporations the requirement 
presently applicable to the Panama Canal Company under section 252 of title 2 
of the Canal Zone Code (62 Stat. 1076) that reimbursement be made to the civil 
service retirement and disability fund and the employees’ compensation fund for 
payments made from those funds applicable to employees of the Corporation. 
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In addition, the new section would provide for payment by the Corporation of a 
proportionate share of the respective costs of administering the funds. 

Pursuant to section 42 of the Federal Employees’ Compensation Act, as 
amended (5 U. S. C. 793), authority to administer the provisions of the Com- 
pensation Act with respect to Panama Canal employees was delegated to the 
Governor of the Panama Canal (now the Governor of the Canal Zone) by 
Executive Order 2451 of September 15, 1916. Under a longstanding arrange- 
ment with the Bureau of Employees’ Compensation, injury compensation claims 
of employees of the Panama Canal Company are paid directly by the Company 
rather than by that Bureau. It is assumed that the provisions of the new section 
205 would not affect the current procedures followed by the Company with 
respect to claims under the Federal Employees’ Compensation Act. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report to your committee. 

Sincerely, 
MERRILL WHITMAN, Secretary. 


SMALL BUSINESS ADMINISTRATION, 
OFFICE OF THE ADMINISTRATOR, 
Washington, D. C., August 16, 1957. 
Re H. R. 8332, to amend the Government Corporation Control Act, as amended. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committce on Government Operations, 
House of Representatives, Washington, D. C. 

DEAR Mr. CHAIRMAN: Further reference is made to your letter of June 26, 
1957, requesting our comments on the captioned bill. 

The principal effect of the bill is to eliminate the distinction, now made by 
the Government Corporation Control Act (31 U. S. C. 841-869), between cor- 
porations which are wholly owned by the Government and those which are par- 
tially owned by the Government. The proposal is to subject the latter type of 
corporation to all the restraints of the act, including annual budget review by 
the President and the Congress, wherever such a corporation possesses authority 
(1) to issue, or have outstanding, obligations guaranteed in whole or in part 
by the United States; or (2) to obtain Government funds by appropriations, 
borrowings, subscriptions to capital stock or otherwise; or (3) to utilize Govern- 
ment funds obtained by any of the above methods. 

A number of mixed-ownership Government corporations will be affected: the 
Control Bank for Cooperatives, the regional banks for cooperatives, the Federal 
intermediate credit banks, and the Federal Deposit Insurance Corporation. 

This bill is evidently designed to carry out the President’s recommendation, 
in his 1958 budget message, that the Government Corporation Control Act be 
amended “to provide for budget and audit control over Government corporations 
which are authorized, directly or indirectly, to obtain or utilize Federal funds.” 

The Governments’ responsibility for a corporation of its creation is in no way 
lightened by private ownership of part of its capital stock. In fact, its financial 
stake in most of the mixed-ownership corporations appears to be far greater 
than that in many of the wholly owned corporations. The Government should, 
therefore, have the same degree of control over both types. 

For the foregoing reasons, I recommend that H. R. 8332 be enacted. 

The Bureau of the Budget has no objection to the submission of this report. 

Sincerely yours, 
WENDELL B. Barnes, Administrator. 


DEPARTMENT OF STATE, 
Washington, July 28, 1957. 
Hon. WiLtIAM L. DAwson, 
Chairman, Committee on Government Operations, 
House of Representatives. 


Dear Mr. Dawson: Further reference is made to your letter of June 26, 1957, 
enclosing, for the comment of the Department of State, a copy of H. R. 8332, to 
amend the Government Corporation Control Act, as amended. 

The proposed bill, if enacted into law, would continue to provide for financial 
eontrol by the Congress of wholly owned Government corporations. It would 
appear to subject mixed-ownership Government corporations to the same re- 
quirements as apply to wholly owned Government corporations. Under the 
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present law, the financial transactions of mixed-ownership Government corpora- 
tions are subject to annual audit by the General Accounting Office, reports re- 
garding which must be made by the Comptroller General to the Congress. The 
act, however, imposes no other requirements on these corporations. The bill also 
would amend some of the general provisions of the act. 

After a careful examination of the proposed bill, the Department concludes 
that the bill does not contain any matter involving foreign policy considerations. 

The Department has been informed by the Bureau of the Budget that there 
is no objection to the submission of this report, and enactment of the bill would 
be in accord. with the prevision of the President. 

Sincerely yours, 


JOHN S. HoGHLanp II, 
Acting Assistant Secretary for Congressional Relations 


(For the Secretary of State). 


TENNESSEE VALLEY AUTHORITY, . 


Knocrville, Tenn., August 23, 1957. 
Hon. WiLirAm L. DAwson, 


Chairman, Committee on Government Operations, 
House Office Building, Washington, D. C. 


DEAR Mr. Dawson: This is in response to your letter of June 20, 1957, in 
which you asked for an expression of our views on H. R. 8332, a bill to amend 
the Government Corporation. Control Act, as amended. 

The bill is largely devoted to amendments to the Control Act which would 
make applicable to mixed-ownership corporations the same controls which are 
applicable to wholly owned Government corporations. TVA, as a wholly owned 
ocrporation, has no direct interest in nor views on these portions of the bill. 

Other sections of the bill, however, would make changes in existing law 
applicable to Government corporations generally, one of which would be the 
addition of a new section 205 to the Government Corporation Control Act. Sub- 
section (a) of this proposed new section would require, subject to the exception 
set out in the proviso, that each Government corporation make payment in full 
to any other Federal agency, in such amount as may be agreed upon between 
them, for the use of space in Government-owned or leased structures, guard 
services, communication services or facilities, “and for any other service or 
facility which may. be rendered upon request or which may be designated by 
the Bureau of the Budget.” 

While it is assumed that the proposed new subsection was not so intended 
and this assumption has been confirmed by the Bureau of the Budget, it is 
possible that the literal language of the subsection as now drafted might be 
construed as authorizing the Bureau of the Budget to require that any Govern- 
ment corporation perform services for, or accept services from, another Federal 
agency and, by implication, in the event of failure of the agencies themselves 
to reach agreement, to fix the amounts to be paid and reecived for such services. 
It does not seem that such an authorization could be reconciled with the statu- 
tory responsibilities of corporate agencies relating to the conduct of their 
respective programs. For example, if under such a construction various pro- 
curement, traffic management, property disposal, communication, and other serv- 
ices which TVA now performs directly were designated by the Bureau of the 
Budget for performance instead by other agencies, items vitally important to 
the financial feasibility of the TVA program could conceivably be removed from 
control of the TVA Board. The same would, of course, be true if under such a 
construction the Bureau were to direct that TVA make sales of electric energy 
to other Federal agencies, and, in the absence of an agreement between TVA 
and any other such agency, to fix the rates to be paid for the energy sold. 

According to the understanding of this agency, the intent of the subsection 
is not to produce any such result, but is merely to provide for designation of 
other kinds of services or facilities in addition to space in Government-owned 
or leased structures, guard services, and communication services or facilities 
for which payment must be made in the event they are requested and received. 
It is believed, therefore, that the subsection could be altered to reflect this intent 
clearly by changing the language of that portion of the subsection preceding 
the proviso (p. 7, lines 3+11)-to read as follows: 

““(a) shall make payment in full, either by advance or reimbursement, to any 
agency of the United States, including any other corporation, in such amount 
as may be agreed upon between the agencies concerned, for the use of space in 
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Government-owned or leased structures, guard services, communication services 
or facilities, an dthe like, and for any other service or facility which may be 
rendered pursuant to a specific requirement of law or with the agreement or 
approval of the agencies concerned and for which the Bureau of the Budget 
may determine that payment be made :”. 
This report has been submitted to the Bureau of the Budget which advises 
that it has no objection to submission of the report to your committee. 
Sincerely yours, 
Hersert D. VoceEL, 
Chairman of the Board. 


TREASURY DEPARTMENT, 
August 2, 1957. 
Hon. Wiit1AmM L. Dawson, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 


My*Deark Mr. CHAtrRMAN: Reference is made to your request for a report by 
the Treasury Department on H. R. 8332, a bill to amend the Government Corpora- 
tion Control Act, as amended. 

The bill would remove the distinction now made by the Government Corpora- 
tion Control Act between wholly owned and mixed-ownership Government corpo- 
rations and would thus bring certain corporations now classified as mixed-own- 
ership under the budgeting and auditing provisions of that act. The criteria for 
determining whether a corporation or agency comes under the provisions of the 
act would not be based on private ownership of capital stock as at present, but on 
the use of Federal funds, or the availability to the corporation by statutory 
authority of such funds, or the use of the credit of the United States. The bill 
would also add new sections providing for (1) a uniform basis for computing the 
rate of interest on Treasury advances; (2) payment for services or facilities 
furnished to a corporation by another corporation or agency; and (3) contribu- 
tions to the civil service retirement and disability fund, the employees’ compensa- 
tion fund, and payment of a fair portion of the administrative costs of such 
funds. 

It is essential to the Treasury Department that its borrowing operations and 
those of corporate agencies be synchronized. In view of the magnitude of the 
borrowing operations of the Federal land banks and the Federal home-loan banks 
it is strongly urged that in addition to approval by the Secretary of the Treasury 
of the issuance of obligations by the agencies which would fall within the scope 
of: section 203 of the Government Corporation Control Act, as proposed to be 
amended, similar approval be provided in respect to the issuance of obligations 
by them. This could be accomplished by revising the first clause of section 2 
(5) of the draft bill to read as follows: 

“5. Section 308 of said Act, as amended (31 U. S. C. 868), is renumbered as 
section 203 and paragraph (a) thereof is amended by striking the words ‘wholly 
owned or mixed-ownership’ and by inserting immediately following the words 
‘Government corporation’ the words ‘or Federal Home Loan Bank or Federal 
Land Bank’ * * *” : 

Subject to adoption of the foregoing amendment the Treasury Department 
recommends the enactment of H. R. 8332. 

The Department has been advised by the Bureau of the Budget that there is no 
objection to the submission of this report to your committee, and that enactment 
of the bill would be in accord with the program of the President. 

Very truly yours, 
W. RANDOLPH BourcGEss, 
Acting Secretary of the Treasury. 


APPENDIX 2 


STATEMENTS OF ORGANIZATIONS AND LETTERS REFERRED TO THE COMMITTEE BY 
MEMBERS OF CONGRESS 


STATEMENT OF NATIONAL COUNCIL OF FARMER COOPERATIVES 


The National Council of Farmer Cooperatives opposes H. R. 8332 so far as it 
affects the cooperative credit agencies and services of the Farm Credit Adminis- 
tration. 
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The proposals incorporated in this bill were thoroughly thrashed out in the 
House and Senate Agricultural Committees when they considered and reported 
out the Farm Credit Acts of 1953, 1955, and 1956. The proposals were rejected 
as incompatable with the congressional policies and purposes set out in that 
series of laws which passed both Houses by overwhelming votes. 

The policy set out in this legislative series was to encourage the orderly re- 
placement of Government capital with private farmer capital, to encourage the 
ownership and operation of cooperative agricultural credit agencies by farmers 
and/or farm organization borrowers, under the supervision of the Farm Credit 
Administration, and independent Government agency. Obviously if the Budget 
Bureau manages the institutions, and the Comptroller General makes policy, the 
whole basis of understanding of purpose between the Congress and the farmers 
and farm organizations under which the latter undertook to capitalize and man- 
age these institutions, is negated by the legislation proposed here. 

The Farm Credit Administration is an established and responsible Govern- 
ment agency, adequately and thoroughly equipped and experienced to administer 
and supervise the cooperative credit agencies placed under its direction. 
Throughout the system from the Governor to the directors of the district banks 
and local associations, it knows agriculture and its requirements and problems 
from a financial standpoint as perhaps no other group in America knows it. 
Peculiarly because each borrower has a capital investment in the institution 
from which he borrows, he is a watchdog over every other borrower and over the 
staff personnel. 

The record of prudent supervision and of accountability and conservation of 
farmers’, bondholders’, and Government capital is outstanding. The bond and 
debentures issues have had a ready acceptance in the Nation’s money markets. 
What there is to gain from a second and a third layer of governmental super- 
vision either from the standpoint of the Government or the public or the System 
itself is not apparent. The situation of the farm credit institutions is more 
nearly analogous to that of the national banks and Federal Reserve banks, which 
have specific independent governmental supervisory services and examination 
peculiar to commercial credit institutions, completely without double and triple 
supervision by the Budget Bureau and the General Accounting Office, even 
though the Government and public interest is more paramount than in the farm 
credit system. 

Indeed, the ability of the Federal Reserve System to influence and control 
commercial credit policy independent of political and private business manipula- 
tion is a jealously protected asset. The independence of the farm credit system 
from outside interference has been the objective of the farmers and can only be 
rigidly protected by a continuation of present congressional policy. 

We therefore vigorously urge the Congress to stand on its present policy, and 
the committee to reject this bill H. R. 8332. 


NEBRASKA COOPERATIVE COUNCIL, 
Lincoln, Nebr., February 10, 1958. 
Congressman WILLIAM L. DAWSON, 
Chairman, Executive and Legislative Reorganization, 
Subcommittee on Government Operations, 
House Office Building, Washington, D. C. 


Dear CONGRESSMAN Dawson: Thank you for your letter advising me of the 
hearings on H. R. 8332. I do not plan to appear before your committee, since 
I believe the views expressed by the witnesses representing such organizations as 
the National Advisory Committee of the Banks for Cooperatives and Production 
Credit Associations, along with the Chairman of the Federal Farm Credit Board, 
correspond to our own views. 

We are interested in this legislation and sincerely appreciate your invitation to 
testify before your committee. 

If you care to include the following statement as a part of the record, since I 
am unable to appear in person, that will be fine. 

“The Nebraska Cooperative Council represents farmer-owned cooperatives 
which borrow from the Omaha Bank for Cooperatives and local production 
credit associations making loans to individual farmers. The Council, therefore, 
is vitally interested in legislation affecting these farm credit institutions. 

“We are opposed to the passage of H. R. 8332, because we do not believe it will 
improve the service of these farm credit banks. Rather, we feel this legislation 
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is unnecessary and restrictive, if not in violation of the intent of Congress in the 
passage of the Farm Credit Act of 1955 and 1956. 

“First : It would repeal sections 201 (a) and 202 (a) of the Farm Credit Act of 
1956 and again place the Federal intermediate credit banks under budgetary 
control of the Government Corporation Control Act. We do not believe this is 
necessary, because, under the 1956 Farm Credit Act, the production credit cor- 
porations were merged with the Federal intermediate credit banks, and the 
entire system is now being purchased by the local production credit associations 
which are owned by the farmers to whom loans are made. In a reasonable time 
the system will be completely farmer-owned, self-supporting, receive no appro- 
priation by Congress from the Treasury, and supervised for budget control by 
the Governor of Farm Credit (which is now under the control of and supervision 
of the administration). We can see no reason why this provision should be 
changed and control be placed under the Bureau of the Budget. 

“Second: It would for the first time require that the banks for cooperatives 
be under the budget provisions of the Government Corporation Control Act. Dur- 
ing the period of complete Government ownership of these banks for cooperatives, 
they have been under budgetary control of the Governor of Farm Credit. Now 
under the Farm Credit Act of 1955, they are being purchased by the cooperative 
borrowers, who will, in a reasonable time, retire all Government capital in the 
system, so that these banks will also be completely farmer-owned through the 
farmer cooperatives. Yet, now that this is being accomplished, H. R. 8332 pro- 
vides that these banks also shall come under Bureau of the Budget control. 
Why now? Why should they be required to submit budget programs, have the 
amount of administrative expense authorized or approved by Congress, when 
there is no appropriation made because they support themselves, and are pres- 
ently subject to budgetary control by the Governor of Farm Credit. Further- 
more, this bill says such budget control] is to continue even after they are com- 
pletely farmer owned; have no Government capital involved. If budget control 
by the Governor of Farm Credit was satisfactory prior to passage of the Farm 
Credit Act of 1955, why is it now necessary to change such control? We cannot 
see any reason or useful purpose that would be served by this proposal contained 
in H. R. 8332. 

“Third : This bill extends the control of the Treasury over the bonds, notes, and 
debentures issued by the banks for cooperatives and the Federal intermediate 
credit banks. These are the source of the funds loaned to our farmers and their 
farm cooperatives. Such authority now rests with the Governor of Farm 
Credit. He is presently required to consult the Treasury on every issue. Under 
H. R. 8332 that authority is taken from the Governor and given to the Secretary 
of the Treasury. We see no valid reason for such a change. The Governor of 
Farm Credit is appointed by the President. He is an administrative officer. His 
office has been charged with the supervision and issuance of such bonds and de- 
bentures for a number of years. We are opposed to this transfer of authority 
outside the Farm Credit Administration.” 

Very truly yours, 
Gale C. ANDERSON, Executive Secretary. 


HOovwsE oF REPRESENTATIVES, 
Washington, D. C., February 19, 1958. 
Hon. WitttamM L. DAWSON, 
Chairman, Subcommittee on Executive and Legislative Reorganization, 
Committee on Foreign Affairs, House of Representatives. 


Dear Mr. CHAIRMAN: I have received a letter from Mr. James W. Wolfe, 
president, Spartanburg Production Credit Association, 118 Hall Street, Spartan- 
burg, 8S. C., concerning H. R. 8332. Mr. Wolfe stated this bill would affect the 
farm credit banks in three major respects which I quote: 

(1) “It would, in effect, repeal sections 201 (a) and 202 (a) of the Farm 
Credit Act of 1956 which exempt the Federal intermediate credit banks 
from the budget provisions of the Government Corporation Control Act, 
effective January 1, 1959.” 

(2) “It would for the first time make the budget provisions of the latter 
act applicable to the banks for cooperatives. 

“(The proposed budget provisions would require the banks subject thereto 
to submit budget programs and to have the amount of their funds which may 
be spent for administrative expenses authorized by Congress each year so 
long as the banks are eligible for Government subscriptions to their capital 
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stock and notwithstanding a bank actually has returned all of its Govern- 
ment capital.)” 

(3) “It would extend the Secretary of the Treasury’s control over bonds, 
notes, debentures, etc., issued by Government corporations to include obliga- 
tions issued by the banks for cooperatives and the Federal intermediate 
credit banks, authority as to which now rests with the Governor of the 
Ayr Credit Administration subject only to consultation with the Treasury 

retary.” 

Furthermore, Mr. Wolfe stated “the Farm Credit Act as amended in 1955-56 
was the result of hearings held by all of the 12 Districts in the United States 
and continued over a period of 2 years. These amendments were agreed to by 
all groups after lengthly hearings and expressed in our opinion the consensus 
of thought that the bill so amended would be adequate and workable. 

“We are further of the opinion that the proposed bill would be definitely detri- 
mental to all credit agencies operating under the Farm Credit Administration.” 

Mr. Wolfe has asked what he might be able to do to register his opposition 
to this legislation. Therefore, I would appreciate your advising whether it 
would be possible to invite him to testify in opposition to the bill or to submit 
a statement for inclusion in the hearings. 

Very truly yours, 


Rosert T. ASH MORE. 


House OF REPRESENTATIVES, 
Washington, February 20, 1958. 
Hon. Witt1am L. Dawson, 
Chairman, House Committee on Government Operations, 
The House of Representatives. 


DEAR Mr. CHAIRMAN: This letter refers to H. R. 8332, which you introduced 
by request on June 24, 1957, and which has been referred to your committee for 
study and consideration. 

This legislation, as presently written, will have the effect of placing the 
Farm Credit Administration back under the Government Corporation Control 
Act. 

As presently written, the law gives farmers control of this and reports 
indicate that it works splendidly. 

I shall appreciate your giving this matter consideration at the time your legis- 
tion is under study. 

Thanking you for your attention to this matter, I am, 

Yours very sincerely, 


E. C. GATHINGS. 


Howse or REPRESENTATIVES, 


Washington, D. C., February 25, 1958, 
Hon. Wri1iam L. DAwson, 


Chairman, House Committee on Government Operations, 
Washington, D. C. 


DEAR MR. CHAIRMAN: In conjunction with hearings which your committee 
has held on H. R. 8332 relating to certain proposed amendments to the Govern- 
ment Corporation Control Act, I should like to submit for possible incorporation 
in the record of the proceedings a number of communications which I have re- 
ceived from constituents in the Second Congressional District of Oregon. 

Sincerely, 


At ULLMAN, Member of Congress. 


THE DALLES, OreEG., February 12, 1958. 
Hon. At ULLMAN, 


House of Representatives, Washington, D. C.: 

Understand hearings on H. R. 8332 will be February 18. This association is 
convinced provisions of the Farm Credit Act of 1956 were adequate and we re- 
quest your support to retain them. 

Mip-CoLUMBIA PRODUCTION CREDIT ASSOCIATION, 
J. MERTON STEIN, Secretary-Treasurer. 
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; PENDLETON, OreEG., February 14, 1958. 
Representative AL ULLMAN, 


House Office Building, Washington, D. C.: 


Informed that hearings on H. R. 8332 will be held February 18. The bill seeks 
to repeal sections 201 (a) and 202 (a) of Farm Credit Act of 1956 which ex- 
exempts our discount bank from budget provisions of Government Corporation 
Control Act. Our association is convinced that repeal is not necessary and 
solicit your support against repeal of present act. 

WALTER Moore, 
Secretary, Pendleton Production Credit Association. 


KLAMATH Facts, Oree., February 15, 1958. 
Hon. At ULLMAN, 


House of Representatives, Washington, D. C.: 


The Klamath Production Credit Association wish to express their opposition 
to bill H. R. 8332 recognizing the qualifications of the Governor. 


KLAMATH PRODUCTION CREDIT ASSOCIATION, 
Klamath Falls, Oreg. 


LEXINGTON, OREG., February 10, 1958. 
Hon. AL ULLMAN, 
House of Representatives, Washington, D. C.: 


DearR Mr. ULLMAN: We are opposed to H. R. 8332 to amend the Government 
Corporation Control Act. Placing banks for cooperatives under control of the 
Bureau of the Budget would put these banks in a situation where they could be 
of little service to their customers. These banks have never been under budget 
control as they are mixed ownership corporations and many cooperatives have 
made made heavy investments in them to speed the day when they became 
wholly owned by their borrowers as the Farm Credit Act of 1955 intends. 


At LAMB, 
Morrow County Grain Growers. 


UNITED STATES SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
February 21, 1958. 
Hon. WILLIAM L. DAWSON, 
Chairman, Committee on Government Operations, 
House of Representatives, Washington, D.C. 

DeAR CONGRESSMAN Dawson: Attached are copies of two letters I have received 
recently relating to H. R. 8332, a bill to amend the Government Corporation 
Control Act. You will note the objections raised by the Yakima Valley Produc- 
tion Credit Association and the Puget Sound Production Credit Association. 
Both feel that the Federal intermediate credit banks and organizations asso- 
ciated with them should continue to enjoy the exemption currently contained in 
the statute. 

I am passing this on to you for your information and express the hope that 
you will find it possible to include this material in the record of your current 
hearings. 

Warm regards. 

Sincerely, 
WARREN G. MAGNUSON, 
United States Senator. 


YAKIMA VALLEY PRODUCTION CREDIT ASSOCIATION, 
Yakima, Wash., February 13, 1958. 
Re H. R. 8332, Government Corporation Control Act 
Hon. WARREN G. MAGNUSON, 
Senate Office Building, 
Washington, D.C. 

Dear SENATOR MAGNUSON : This bill has been discussed by the board of direc- 
tors of this association on several occasions. Members of the board are opposed 
to the bill, as they feel it could retard the sale of Federal intermediate credit 
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bank debentures, and will continue to place restrictions on the amount of money 
available to credit banks in carrying on their normal rediscounting operations 
and supervisory activities of production credit associations. 

Federal intermediate credit banks have two major responsibilities : 

1. To provide production credit associations with adequate loanable funds at 
all times to meet the needs of the farmers by selling debentures to the investing 
public. 

2. To examine and supervise the lending procedures of production credit 
associations. 

There are 498 production credit associations rediscounting loans with the 12 
Federal intermediate credit banks. The Farm Credit Act of 1956 made it possible 
for the associations to commence purchasing stock in the credit bank, with 
eventual complete ownership. We supported the 1956 legislation and are now 
completely member owned, as are a majority of the other 497 associations. This 
association is definitely opposed to any legislation that could hamper the opera- 
tions of the credit banks or affect their source of loanable funds. We definitely 
feel the proposed bill comes in that category. 

Your cooperating in helping defeat the bill is requested. 

Very truly yours, 
Heser C. THompson, President. 


PuGcetT SounD PropucTION CREDIT ASSOCIATION, 
Mount Vernon, Wash., February 12, 1958. 
Senator WARREN G. MAGNUSON, 
Senate Office Building, Washington, D. C. 

Dear SENATOR MaGNuson: I am writing you in regard to H. R. 8332, the 
Government Corporation Control Act. This act would repeal sections 201 (a) 
and 202 (a) of the Farm Credit Act of 1956 which exempts the Federal inter- 
mediate credit banks from the budget provision of the Government Corporation 
Control Act, effective January 1, 1959. 

The proposed budget provisions would require the bank subject thereto to 
submit budget programs and to have the amount of their funds which may be 
spent for administrative expenses authorized by Congress each year so long as 
the banks are eligible for Government subscriptions to their capital stock and 
notwithstanding a bank actually has returned all of its Government capital. 

It would extend the Secretary of the Treasury’s control over bonds, notes, 
debentures, etc., issued by Government corporations to include obligations issued 
by the banks for cooperatives and the Federal intermediate credit banks, au- 
thority as to which now rests with the Governor of the Farm Credit Administra- 
tion subject only to consultation with the Treasury Secretary. 

Now, Senator Magnuson, we the members and directors of the Puget Sound 
Production Credit Association of the nine northwest counties of Washington, 
are very much opposed to the change in this law. We are now entirely member 
owned, having paid off all Government class A stock, and we are in a position 
to take care of all good agriculture credit in this area. 

We are at the present time purchasing our share of the Federal intermediate 
credit bank and sincerely believe that our district board from Washington, 
Oregon, Idaho, and Montana, who are elected by active members from the 30 
PCA’s of the 12th district and the NFLA’s of the Federal land bank, are quite 
capable of administrating the business of the Federal intermediate credit bank 
and we do not need any needless Government control and redtape. 

This farm credit business is being paid for by the farmers and, now that we 
are running it from the grassroots, we want to keep it that way. 

Your cooperation and help in defeating this provision of H. R. 8332 will be 
very much appreciated. 

Yours very truly, 


GrorGE M. Dynes, President. 


LEXINGTON, ORrEG., February 11, 1958. 
Hon. WAYNE Morse, 


United States Senate. 


Dear Mr. Morse: We are opposed to H. R. 8332, to amend the Government 
Corporation Control Act. Placing Banks for cooperatives under controy of the 
Bureau of the Budget would put these banks in a situation where they could 
be of little service to their customers. These banks have never been under budget 
control, as they are mixed-ownership corporations and many cooperatives have 
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made heavy investments in them to speed the day when they become wholly 
owned by their borrowers as the Farm Credit Act of 1955 intends. 


AL LAmMs, 
Morrow County Grain Growers. 


Tue Dattes, OreEG., February 13, 1958. 
Hon. WAYNE Morse, 
United States Senate 
Understand hearings on H. R. 8332 will be February 18. This association is 
convinced provisions of the Farm Credit Act of 1956 were adequate, and we 
request your support to retain them. 


Mip-CoLuMBIA PRODUCTION CREDIT ASSOCIATION, 
J. Merton STEIN, Treasurer 


WILLAMETTE PRODUCTION CREDIT ASSOCIATION, 
Salem, Oreg., February 14, 1958. 
Senator WAYNE L. Morssg, 
Senate Office Building, Washington, D. C. 


Dear SENATOR Morse: Hearings on H. R. 8332, a bill to amend the Government 
Corporation Control Act, are scheduled to be held February 18, 1958, before the 
Subcommittee on Executive and Legislative Reorganization of the Committee 
on Government Operations. The proposals in this bill will vitally affect opera- 
tions of the Farm Credit Administration, and we urge that you oppose the bill, 
as it affects this independent agency of the Government. The bill, we understand, 
was recommended to the Congress by the Bureau of the Budget. 

The present status of Farm Credit Administration corporations comes as a 
result of conference and compromise with the Congress at the time the Farm 
Credit Act of 1956 was enacted. Sections 201 (a) and 202 (a) of that act would 
be repealed by H. R. 8332 as proposed, and, instead of gaining independent bud- 
getary status January 1, 1959, the corporations of FCA would continue perpetu- 
ally under the control of the Bureau of the Budget. The farmer-owners of the 
great farm credit system undertook the purchase from the Government in 1956 
of the Federal intermediate credit banks and banks for cooperatives, accepting 
the provisions of the Farm Credit Act of 1956 in good faith. To permit the 
measures affecting the system now proposed would indeed be a sorry breaking 
of faith with the farmers of this country. As a lawyer, you would regard such 
an action between two citizens as a breach of contract. 

The FCA is now an independent agency, just as is the Bureau of the Budget. 
Why should it now be proposed to set up two levels of control for an independent 
agency? It becomes obvious duplication, on the one hand, and, on the other hand, 
if FCA is to relinquish its own budgetary controls, then the program and policy 
of Congress to make the farm credit system a farmer owned and controlled system 
is being thwarted by a legislative move in the opposite direction. 

A further provision of H. R. 8832 would extend the Secretary of the Treasury’s 
control over bonds, notes and debentures to include those obligations issued by 
the units of the Farm Credit Administration. The present authority rests with 
the Governor of FCA subject to consultation with the Treasury Secretary. The 
obvious intent is to permit further controls over our economy, but the problems 
of an adequate supply of credit to agriculture are separate and distinct in many 
respects from those of other phases of our economy and the farmers who own 
this system will not accept this threat to their source of money. This proposal 
is a new departure entirely in the history of agricultural credit in this country. 
Never before has such a control been suggested, and the question naturally arises 
as to why after these many years it should now be proposed. There are many 
problems in agriculture yet to be settled, but procurement of funds to finance 
the legitimate needs of the coperative farm credit system is not one of them. 
Let us not tamper with that portion of our machinery that is working well. 

I am informed that a similar bill to H. R. 8332 has been introduced in the 
Senate, but I do not know the number. In any case, your opposition to the pro- 
posed legislation is urged, or if you have other views on these matters, we should 
be glad to hear from you so that our people can consider them. 

With kindest personal regards, I am 

Very truly yours, 
Puivie M. BRANDT, Jr., 
Secretary-treasurer. 
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OzarK PropuctTION CREDIT ASSOCIATION, 
Springfield, Mo., February 14, 1958. 
Re H. R. 8332: Bill to amend the Government Corporation Control Act. 
Hon. Stuart SyMINGTON, 
Senate Office Building, 
Washington, D. C. 


Sm: The Subcommittee on Executive and Legislation Reorganization will have 
hearings on this bill February 18, 1958, as I understand it. I wish to call your 
attention to the fact farmers entered into a compact (1955-56 Farm Credit 
Acts) with the Federal Government for the purchase of the Federal intermedi- 
ate credit banks, and budget control by the Bureau of Budget is not a part of 
the agreement. Furthermore, the credit banks are the only federally super- 
vised corporation affected by the budget provision of the proposed legislation. 
The only other corporation which would be brought under budget control is the 
Federal Deposit Insurance Corporation which is not similarly supervised. 

You will note from this letterhead that I am an employee of a production 
credit association which rediscounts farmers’ notes through the Federal inter- 
mediate credit banks. There are numerous reasons why | am opposed to this 
legislation. 

1. The farmers serviced by this association were encouraged to favor the 
Farm Credit Acts above mentioned. Now I find myself in the position of hav- 
ing encouraged the farmers to participate in the ownership of the credit banks 
for the sole purpose of making agriculture more depeudent uvon an organization 
in which the farmers had an investment, yet some wish to maintain Govern- 
ment control of these organizations. 

2. Iu their march toward the objective of a completely farmer-owner cooper- 
ative credit system, the nember-users have considered freedom of the land banks 
and the banks for eooperatives from direct Budget Bureau coutrol as sym- 
bolizing an achievement in member control. The production credit associations 
never doubted that the intermediate credit banks would enjoy the same freedom 
under the purchase plan now in effect. 

3. This administration (both the President and the Republican Congress), 
sponsoring the Farm Credit Act of 1953, promised the farmer members of the 
cooperative farm credit system less rather than more Federal domination and 
coutrol. 

4. Farmers who supported the Farm Credit Acts of 1955 and 1956 did so with 
the understanding that they would have greater participation in the manage- 
ment of the banks. The Federal Board feels morally obligated to point out to 
the administration the importance of keeping its side of the agreement. 

5. The record of the Farm Credit Administration in supervising the corpora- 
tions comprising the farm credit system refutes the contention that the system 
has need for another layer of Federal control. 

6. Under e previous administration, the Budget Bureau on more than one 
occasion so limited the use of funds of district corporations as seriously to han- 
icap their effective operation. There is genuine fear that this unfortunate ex- 
perience may be repeated. 

7. The farm credit banks utilize their own corporate funds for administra- 
tive expenses. There is no appropriation of money from the United States 
Treasury. 

In behalf of the board of directors of this association, the management, the 
enployees, and farmer stockholders, I would appreciate you giving specific 
attention to all of the facts revealed in the Farm Credit Acts of 1955—56 before 
voting favorably for the above-mentioned bill. Even though this bill is still 
in the Subcommitee on Executive and Legislation Reorganization, I would ap- 
preciate you becoming familiar with the facts therein so as to protect the inter- 
est of the farmers who have made a substantial investment in the farm credit 
system cf this Nation. 

Very truly yours, 
GARLAND N. Hott, Secretary-Treasurer. 
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CONSUMERS COOPERATIVE ASSOCIATION, 


Kansas City, Mo., February 12, 1958. 
Hon. WILLIAM STUART SYMINGTON, 


Senate Office Building, Washington, D. C. 


Dear Srr: Congress is to be commended for creating Farm Credit Adminis- 
tration in the first instance and then for passing legislation in recent years which 
encourages and enables farmers to own and control the farm credit banks. Such 
legislation was passed nearly if not unanimously by both the House and Senate 
without the provisions contained in H. R. 8332. 

I understand hearings on H. R. 8332 are to begin February 18. On behalf of 
the Wichita Bank for Cooperatives stockholders advisory committee, composed 
of 36 representatives of cooperatives in Kansas, Oklahoma, New Mexico, and 
Colorado, I urge you to oppose this bill. 

There are two main provisions of this bill which are objectonable. One is 
the proposed transfer from the Governor of Farm Credit Administration to 
the Treasury of the authority and control over issuing bonds and other securities 
of FCA. The second objectionable feature is the proposal to place the farm 
eredit banks back under the provisions of the Government Corporation Control 
Act. 

While we can understand that the Government has the responsibility for 
protecting its investments, yet both of the above proposals seems inconsistent 
with recent legislation. Furthermore, with the 13-man Federal Farm Credit 
Board appointed by the President of the United States there would seem to be 
sufficient overall governmental control. This, when coupled with the audits of 
the whole system by the General Accounting Office and the control by the district 
farm credit boards of directors, would seem to be entirely adequate protection, 
both for the borrower-owners and the Government’s reducing investment. 

The banks for cooperatives were created in 1933, and I am sure anyone review- 
ing their operations would not find need for additional governmental supervision. 
If such additional supervision is needed, the banks presumably would have to 
stand the expense. But in these times we should be reducing expenses by elimi- 
nating duplications where advisable. 

Farmers, ranchers, and their cooperatives are in a cost-price squeeze as you 
know. Adequate funds for loaning on a sound basis are necessary and we fail 
to see where the transfer to the Treasury of control of the sale of bonds would 
improve the efficiency and effectiveness of this function for farmer borrowers 
who are depending upon these banks fora stable source of credit. 

We therefore urge you to do what you can to see that H. R. 8332 does not 
become law. 

Yours very truly, 
GLENN 8. Fox, 
Chairman, WBC Stockholders Advisory Committee. 





